
TITLE 26.-INTERNAL REVENUE CODE

By Act Feb. 10, 1939, c. 2, 53 Stat. 1, Congress enacted
an Internal Revenue Code which supplants the former pro-
visions of Title 26, Internal Revenue. A Preface to this
Code, set out in United States Statutes At Large, Volume
53, Part 1, pages iii, iv, provided in part as follows:

"The Internal Revenue Code, approved February 10, 1939,
and published in this volume as Public Act No. 1 of the
Seventy-sixth Congress, is the first Federal act of its kind
since the Revised Statutes of the United States, approved
June 22, 1874. Title XXXV of the Revised Statutes em-
braces the general and permanent statutes relating exclu-
sively to internal revenue, in force on December 1, 1873.

" The internal revenue title, which comprises all of the
Code except the preliminary sections relating to its enact-
ment, is intended to contain all the United States statutes
of a general and permanent nature relating exclusively to
internal revenue, in force on January 2, 1939; also such of
the temporary statutes of that description as relate to taxes
the occasion of which may arise after the enactment of
the Code. These statutes are codified without substantive
change and with only such change of form as is required
by arrangement and consolidation. The title contains no
provision, except for effective date, not derived from a law
approved prior to January 3, 1939:

"The separate enactments carried into the internal rev-
enue title, wholly or in part, from the Statutes at Large
are 143 in number, exclusive of 93 statutes involving ex-
press amendment, reenactment, or repeal. The 277 Re-
vised Statutes sections codified were derived from 21 basic
statutes. The whole body of internal revenue law in effect
on January 2, 1939, therefore, has its ultimate origin in 164
separate enactments of Congress. The earliest of these was
approved July 1, 1862; the latest, June 16, 1938.'The Internal Revenue Code is an enactment without
change of the 1939 edition of the Codification of Internal
Revenue Laws prepared by Mr. Colin F. Stam and Mr. L. L.
Stratton, of the staff of the Joint Committee on Internal
Revenue Taxation, with the assistance of the Department
of the Treasury and the Department of Justice. The bill
embodying that codification, H. R. 2762, was introduced on
January i8, 1939, by Mr. Doughton, of North Carolina,
chairman of the Committee on Ways and Means of the
House of Representatives and vice chairman of the Joint
Committee on Internal Revenue Taxation. Mr. Doughton
submitted the unanimously favorable report of the Com-
mittee on Ways and Means on January 20. Unanimous
consent for consideration of the bill was requested and ob-
Jected" to on January 23. It was called up on the following
Calendar Wednesdaj, January 25, and passed on that date
by a vote of 350 to 16. On January 27, the bill was
messaged to the Senate and referred to the Committee on
Finance, before whom a hearing was held on the 30th.
At the direction of Mr. Harrison, of Mississippi, chairman
of the Joint Committee on Internal Revenue Taxation and
of the Committee on Finance, Mr. George, of Georgia, a
member of both committees, submitted the unanimously
favorable report of the Committee on Finance on February 1.
The bill was considered by the Senate on the following day
and passed without a record vote.

"The 1939 codification was the fourth to be published by
the staff of the Joint Committee on Internal Revenue Taxa-
tion. The first, published in 1930, embraced the general
and permanent internal revenue laws in force on December
1, 1930; the second, published in 1933, the laws in force' on
July 16, 1932; and the third, published in 1938, the laws
in force at the beginning of that year."

Distribution Table. Tables showing where corresponding
sections of former Title 26, Internal Revenue, are now incor-
porated in Internal Revenue Code, set out herein, will be found
in Parallel Reference Tables at end of this Supplement.

§ 1. Internal Revenue Code. The laws of the United
States hereinafter codified and set forth as a part of
this act' under the heading "Internal Revenue Title"
are hereby enacted into law. (53 Stat. 1.)

1 Act Feb. 10, 1939, c. 2. 53 Stat. 1-504.
§ 2. Citation. This act' and the internal revenue

title incorporated herein shall be known as the Internal
Revenue Code and may be cited as "I. R. C." (53
Stat. 1.)

I Act Feb. 10, 1939, c. 2, 53 Stat. 1-504.
§ 3. Effective date. Except as otherwise provided

herein, this act' shall take effect on the day following
the date of its enactment. (53 Stat. 1.)

'Act Feb. 10, 1939, c. 2, 53 Stat. 1-504.
§ 4. Repeal and savings provisions. (a) The In-

ternal Revenue Title, as hereinafter set forth, is in-
tended to include all general laws of the United States
and parts of such laws, relating exclusively to internal

Page 555
178155--39----36

revenue, in force on the 2d day of January 1939 (1}
of a permanent nature and (2) of a temporary nature
if embraced in said Internal Revenue Title. In further-
ance of that purpose, all such laws and parts of laws
codified herein, to the extent they relate exclusively to
internal revenue, are repealed, effective, except as
provided in section 5, on the day following the date
of the enactment of this act.'

(b) Such repeal shall not affect any act done or any
right accruing or accrued, or any suit or proceeding
had or commenced in any civil cause before the said
repeal, but all rights and liabilities under said acts
shall continue, and may be enforced in the same man-
ner, as if said repeal had not been made; nor shall any
office, position, employment, board, or committee, be
abolished by such repeal, but the same shall continue
under the pertinent provisions of the Internal Revenue
Title.

(c) All offenses committed, and all penalties or
forfeitures incurred under any statute hereby re-
pealed, may be prosecuted and punished in the same
manner and with the same effect as if this act' had
not been passed.

(d) All acts of limitation, whether applicable to civil
causes and proceedings, or to the prosecution of of-
fenses, or for the recovery of penalties or forfeitures,
hereby repealed shall not be affected thereby, but all
suits, proceedings, or prosecutions, whether civil or
criminal, for causes arising, or acts done or committed,
prior to said repeal, may be commenced and prosecuted
within the same time as if this act' had not been passed.

(e) The authority vested in the President of the
United States, or in any officer or officers of the Treas-
ury Department, by the law as it existed immediately
prior to the enactment of this act,1 hereafter to give
publicity to tax returns required under any internal
revenue law in force immediately prior to the enact-
ment of this act or any information therein contained,
and to furnish copies thereof and to prescribe the terms
and conditions upon which such publicity may be given
or such copies furnished, and to make rules and regu-
lations with respect to such publicity, is hereby pre-
served. And the provisions of law authorizing such
publicity and prescribing the terms, conditions, limita-
tions, and restrictions upon such publicity and upon the
use of the information gained through such publicity
and the provisions of law prescribing penalties for un-
lawful publicity of such returns and for unlawful use of
such information are hereby preserved and continued
in full force and effect. (53 Stat. 1.)

Act Feb. 10, 1939, c. 2, 53 Stat. 1-504.

§ 5. Continuance of existing law. Any provision of
law in force on the 2d day of January 1939 corre-
sponding to a provision contained in the Internal Rev-
enue Title shall remain in force until the correspond-
ing provision under such 'Title takes effect. (53 Stat.
Ia.)

§ 6. Arrangement, classification, and cross refer-
ences. The arrangement and classification of the
several provisions of the Internal Revenue Title have
been made for the purpose of a more convenient and
orderly arrangement of the same, andi therefore, no
inference, implication or presumption of legislative
construction shall be drawn or made by reason of the
location or grouping of any particular section or pro-
vision or portion thereof, nor shall any outline, analy-
sis, cross reference, or descriptive matter relating to
the contents of said Title be given any legal effect.
(53 Stat. Ia.)

§ 7. Effect upon subsequent legislation. The enact-
ment of this act' shall not repeal nor affect any act of
Congress passed since the 2d day of January 1939,
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and all acts passed since that date shall have full
effect as if passed after the enactment of this act; 1
but, so far as such acts vary from, or conflict with, any
provision contained in this act,1 they are to have effect
as subsequent statutes, and as repealing any portion
of this act' inconsistent therewith. (53 Stat. Ia.)

I Act Feb. 10, 1939, c. 2, 53 Stat. 1-504.

§ 8. Copies as evidence of original. Copies of this
act 1 printed at the Government Printing Office and
bearing its imprint shall be conclusive evidence of the
original Internal Revenue Code in the custody of the
Secretary of. State. (53 Stat. la.)

'Act Feb. 10, 1939, c. 2, 53 Stat. 1-504.
§ 9. Publication. The said Internal Revenue Code

shall be published as a separate part of a volume of
the United States Statutes at Large, with an appen-
dix and index, but without marginal references; the
date of enactment, bill number, public and chapter
number shall be printed as a headnote. (53 Stat. la.)

'United States Statutes at Large, Volume 53, Part 1, In-
ternal Revenue Code.

§ 10. Internal Revenue Title. The Internal Reve-
nue Title, heretofore referred to, and hereby and
herein enacted into law, is as follows: (53 Stat. la.)

Internal Revenue Title
TABLE OF SUBTITLES

Subtitle
A. Taxes Subject to the Jurisdiction of the Board of Tax

Appeals, §§ 1-1199.
B. Miscellaneous Taxes, §§ 1200-3399.
C. Temporary Taxes, §§ 3400-3599.
D. General Administrative Provisions, §§ 3600-3899.
E. Personnel, §§ 3900-4999.
F. The Joint Committee on Internal Revenue Taxation, §1

5000-5199.

TABLE OF CHAPTERS IN SUBTITLES

Subtitle A
Chapter Sec.

1. Income Tax ------------------------------------- 1
2. Additional Income Taxes -------------------------- 500
3. Estate Tax ------------------------------------- 800
4. Gift Tax --------------------------------------- 1000
5. Board of Tax Appeals ---------------------------- 1100

Chapter Subtitle B Sec.
6. Capital Stock ----------------------------------- 1200
7. Tax on Transfers to Avoid Income Tax ------------- 1250
8. Alaskan Railroads Tax ---------------------------- 1300
9. Employment Taxes ------------------------------ 1400

10. Admissions and Dues ----------------------------- 1700
11. Documents, other Instruments, and Playing Cards .... 1800
12. Safe-deposit Boxes ------------------------------- 1850
13. Circulation other than of National Banks ------------ 1900
14. Cotton Futures ---------------------------------- 1920
15. Tobacco, Snuff, Cigars, and Cigarettes --------------- 2000
16. Oleomargarine, Adulterated Butter, and Processed or

Renovated Butter ------------------------------ 2300
17. Filled Cheese ------------------------------------ 2350
18. Mixed Flour ------------------------------------ 2380
21. Coconut and other Vegetable Oils ------------------- 2470
22. Fish, Animal and Vegetable Oils ------------------ 2490
23. Narcotics --------------------------------------- 2550
24. White Phosphorus Matches ------------------------ 2650
25. Firearms --------------------------------------- 2700
26. Liquoi ----------------------------------------- 2800
27. Occupational Taxes ------------------------------- 3200
28. Provisions Common to Miscellaneous Taxes ----------- 3300

Subtitle C

29. Manufacturers' Excise and Import Taxes ------------- 3400
30. Transportation and Communication ----------------- 3460
31. Documents and other Instruments ---------- ------ 3480
32. Sugar ------------------------------------------ 3490
33. Bituminous Coal --------------------------------- 3520

Subtitle D

34. Information and Returns -------------------------- 3600
35. Assessment -------------------------------------- 3640
36. Collection --------------------------------------- 3650
37. Abatements, Credits, and Refunds ------------------ 3770
38. Miscellaneous Provisions -------------------------- 3790

Subtitle E

39. The office of the Commissioner of Internal Revenue--- 3900
40. The office of the Assistant General Counsel for the Bu-

reau of Internal Revenue ----------------------- 3930
41. Collectors of Internal Revenue --------------------- 3940
42. Deputy Collectors of Internal Revenue -------------- 3 990
43. Internal-revenue Agents -------------------------- 4000
44. Storekeeper-gager ------------------------------- 4010
45. Internal-revenue Inspectors ------------------------ 4030
46. Miscellaneous Provisions -------------------------- 4040

Subtitle F

47. Organization and Membership of the Joint Committee_. 5000
48. Powers and Duties of the Joint Committee ----------- 5010

SUBTITLE A.-TAXES SUBJECT TO THE JURISDICTION OF THE BOARD OF TAX
APPEALS

Chapter Section
1. Income tax ------------------------------------- 1
2. Additional income taxes --------------------------- 500
S. Estate tax --------------------------------------- 800
4. Gift tax ----------------------------------------- 1000
5. Board of Tax Appeals ----------------------------- 1100

Chapter 1.-INCOME TAX
SUBCHAPTER A.-INTRODUCTORY PROVISIONS

,See.
1. Application of chapter.
2. Cross references.
3. Classification of provisions.
4. Special classes of taxpayers.

SUBCHAPTER B.-GENERAL PROVISIONS

PART I.-RATEs OF TAX

11. Normal tax on individuals.
12. Surtax on individuals.
13. Tax on corporations in general.
14. Tax on special classes of corporations.
15. Corporate taxes effective for two taxable years.

PAnT II.-COMPUTATION OF NET INCOME

'21. Net income.
22, Gross income.
23. Deductions from gross Income.
24. Items not deductible.
25. Credits of individual against net income.
26. Credits of corporations.
27. Corporation dividends paid credit.
28. Consent dividends credit.

PART III.-CREDITs AGAINST TAx

21. Taxes of foreign countries and possessions of United
States.

22. Taxes withheld at source.
.33. Credit for overpayments.

PART IV.-AcCOUNTING PERIODS AND METHODS or ACCOUNTING

See-
41. General rule.
42. Period in which items of gross income included.
43. Period for which deductions and credits taken.
44. Installment basis.
45. Allocation of income and deductions.
46. Change of accounting period.
47. Returns for a period of less than twelve months.
48. Definitions.

PART V.-RETURNS AND PAYMENT OF TAX

51. Individual returns.
52. Corporation returns.
53. Time and place for filing returns.
54. Records and special returns.
55. Publicity of returns.
56. Payment of tax.
57. Examination of return and determination of tax.
58. Additions to tax and penalties.
59. Administrative proceedings.
60. Cross references.

PART VI.-MISCELLANMOUS PROVISIONS

61. Laws made applicable.
62. Rules and regulations.
63. Publication of statistics.
64. Definitions.

SUBCHAPTER C.-SUPPLEMENTAL PROVISIONS

SUPPLEMENT A.-RATEs OF TAX

101. Exemptions from tax on corporations.
102. Surtax on corporations improperly accumulating

surplus.
103. Rates of tax on citizens and corporations of certain

foreign countries.
104. Banks and trust companies.
105. Sale of oil or gas properties.
106. Claims against United States involving acquisition of

property.
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SUPPLEMENT B.-COMPUTATION oF NET INCOME

Sec.
111. Determination of amount of, and recognition of, gain

or loss.
112. Recognition of gain or loss.
113. Adjusted basis for determining gain or loss.
114. Basis for depreciation and depletion.
115. Distributions by corporations.
116. Exclusions from gross income.
117. Capital gains and losses.
118. Loss from wash sales of stock or securities.
119. Income from sources within United States.
120, Unlimited deduction for charitable and other con-

tributions.
121. Deduction of dividends paid on certain preferred stock

of certain corporations.
122. Net operating loss deduction.
123, Commodity credit loans.

SUPPLEMENT C.-CREDITs AGAINST TAX

131. Taxes of foreign countries and possessions of United
States.

SUPPLEMENT D.-RETURNS AND PAYMENT OF TAX

141. Consolidated returns of railroad corporations,
142. Fiduciary returns.
143. Withholding of tax at source.
144. Payment of corporation Income tax at source.
145. Penalties.
146. Closing by Commissioner of taxable year.
147. Information at source.
148. Information by corporations.
149. Returns of brokers.
150. Collection of foreign items.
151. Foreign personal holding companies.
152. Pan-American trade corporations.

SUPPLEMENT E.-ESTATES AND TRUSTS

161. Imposition of tax.
162. Net income.
163. Credits against net income.
164. Different taxable years.
165. Employees' trusts.
166. Revocable trusts.
167. Income for benefit of grantor.
168. Taxes of foreign countries and possessions of United

States.
169. Common trust funds.
170. Net operating losses.

SUPPLEMENT F.-PARTNESHIPS

181. Partnership not taxable.
182. Tax of partners.
183. Computation of partnership Income.
184. Credits against net Income.
185. Earned income.
186. Taxes of foreign countries and possessions of United

States.
187. Partnership returns.
188. Different taxable years of partner and partnership.
189. Net operating losses.

SUPPLEMENT G.-INSURANCE COMPANIES

201. Tax on life insurance companies.
202. Gross income of life insurance companies.
203. Net income of life insurance companies.
204. Insurance companies other than life or mutual.
205. Taxes of foreign countries and possessions of United

States.
206. Computation of gross income.
207. Mutual insurance companies other than life.
208. Net operating losses.

SUPPLEMENT H.-NONRESIDENT ALIEN INDIVIDUALS

211. Tax on nonresident allen individuals.
212. Gross income.
213. Deductions.
214. Credits against net income.
215. Allowance of deductions and credits.
216. Credits against tax.
217. Returns.
218. Payment of tax
219. Partnerships.

SUPPLEMENT I.-FOREIGN CORPORATIONS

231. Tax on foreign corporations.
232. Deductions.
233. Allowance of deductions and credits.
234. Credits against tax.
235. Returns.
236. Payment of tax.
237. Foreign insurance companies.
238. Affiliation.

SUPPLEMENT J.-POSSESSIONS OF THE UNITED STATES

251. Income from sources within possessions of United States.
252. Citizens of possessions of United States.

SUPPLEMENT K.-CHINA TRADE ACT CORPORATIONS

See.
261. Taxation in general.
262. Credit against net income.
263. Credits against the tax.
264. Affiliation.
265. Income of shareholders.

SUPPLEMENT L.-ASSESSMENT AND COLLECTION OF DEFICIENCIES

271. Definition of deficiency.
272. Procedure in general.
273. Jeopardy assessments.
274. Bankruptcy and receiverships.
275. Period of limitation upon assessment and collection.
276. Same-Exceptions.
277. Suspension of running of statute.

SUPPLEMENT M.-INTEREST AND ADDITIONS TO THE TAX

291. Failure to file return.
292. Interest on deficiencies.
293. Additions to the tax in case of deficiency.
294. Additions to the tax in case of nonpayment.
295. Time extended for payment of tax shown on return.
296. Time extended for payment of deficiency.
297. Interest in case of Jeopardy assessments.
298. Bankruptcy and receiverships.
299. Removal of property or departure from United States.

SUPPLEMENT N.-CLAIMs AGAINST TRANSFEREES AND
FIDUCIARIES

311. Transferred assets.
312. Notice of fiduciary relationship.
313. Cross reference.

SUPPLEMENT O.-OVERPAYMENTS

321. Overpayment of Installment.
322. Refunds and credits.

SUPPLEMENT P.-FOREIGN PERSONAL HOLDING COMPANIES

331. Definition of foreign personal holding company.
332. Foreign personal holding company income.
333. Stock ownership.
334. Gross income of foreign personal holding companies.
335. Undistributed supplement P net income.
336. Supplement P net income.
337. Corporation income taxed to United States shareholders.
338. Information returns by officers and directors.
339. Information returns by shareholders.
340. Penalties.

SUPPLEMENT Q.-MUTUAL INVESTMENT COMPANIES

361. Definition.
362. Tax on mutual Investment companies.

SUPPLEMENT R.-EXCHANGES AND DISTRIBUTIONS IN OBEDIENCE
TO ORDERS OF THE SECURITIES AND EXCHANGE COMMISSION

371. Nonrecognition of gain or loss.
372. Basis for determining gain or loss.
373. Definitions.

SUBCHAPTER A.-INTRODUCTORY PROVISIONS

§ 1. Application of chapter. The provisions of this
chapter shall apply only to taxable years beginning
after December 31, 1938. Income, war-profits, and
excess-profits taxes for taxable years beginning prior
to January 1, 1939, shall not be affected by the pro-
visions of this chapter, but shall remain subject to
the applicable provisions of the Revenue Act of 1938
and prior revenue acts, except as such provisions are
modified by legislation enacted subsequent to the
Revenue Act of 1938. (53 Stat. 4.)

Derived from Act May 28, 1938, c. 289, § 1 52 Stat. 452.
Similar provisions. Acts June 22, 1936, c. 696, § 1, 49 Stat.

1652; May 10, 1934, c. 277, § 1, 48 Stat. 683; June 6, 1932,
c. 209, § 1, 47 Stat. 173; May 29, 1928, c. 852, § 1, 45
Stat. 795.

§ 2. Cross references. The cross references in this
chapter to other portions of the chapter, where the
word "see" is used, are made only for convenience,
and shall be given no legal effect. (53 Stat. 4.)

Derived from Act May 28, 1938, c. 289, § 2, 52 Stat.
452.

Similar provisions. Acts June 22, 1936, c. 690, § 2, 49 Stat.
1652; May 10, 1934, c. 277, § 2, 48 Stat. 684; June 6, 1932,
c. 209, § 2, 47 Stat. 173;. May 29, 1928, c. 852, 2, 45
Stat. 795.

§ 3. Classification of provisions. The provisions of
this chapter are herein classified and designated as-

Subchapter A-Introductory provisions,
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Subchapter B-General provisions, divided into
Parts and sections,

Subchapter C-Supplemental provisions, divided
into Supplements and sections. (53 Stat. 4.)

Derived from Act May 28 1938 c 289 § 3 52 Stat. 452.
Similar provisions. Acts June 22, 1936, c. '690, § 3, 49 Stat.

1652; May 10, 1934, c. 277, § 3, 48 Stat. 684; June 6.
1932, c. 209, § 3, 47 Stat. 174; May 29, 1928, c. 852, § 3,
45 Stat. 795.

§ 4. Special classes of taxpayers. The application
of the General Provisions and of Supplements A to D,
inclusive, to each of the following special classes of
taxpayers, shall be subject to the exceptions and ad-
ditional provisions found in the Supplement applicable
to such class, as follows:

(a) Estates and trusts and the beneficiaries there-
of,-Supplement E.

(b) Members of partnerships,-Supplement F.
(c) Insurance companies,-Supplement G.
(d) Nonresident alien individuals,-Supplement H.
(e) Foreign corporations.-Supplement I.
(f) Individual citizens of any possession of the

United States who are not otherwise citizens of the
United States and who are not residents of the
United States,-Supplement J.

(g) Individual citizens of the United States or
domestic corporations, satisfying the conditions of
section 251 by reason of deriving a large portion of
their gross income from sources within a possession
of the United States,-Supplement J.

(h) China Trade Act corporations,-Supplement K.
(i) Foreign personal holding companies and their

shareholders,-Supplement P.
(j) Mutual Investment companies-Supplement.

(53 Stat. 4.)
Derived from Act May 28, 1938, c. 289, § 4, 52 Stat. 452.
Similar provisions. Acts Aug. 26, 1937, c. 815, Title 2,

§ 207 (a), 50 Stat. 826; June 22, 1936, c. 690, § 4.
49 Stat. 1653; May 10, 1934, c. 277, § 4, 48 Stat. 684; Act
June 6, 1932, c. 209, § 4, 47 Stat. 174; May 29, 1928, c.
852, § 4, 45 Stat. 795.

SUBCHAPTER B.-GENERAL PROVISIONS

P.r I.-RATES oF TAx

§ 11. Normal tax on individuals. 'There shall be
levied, collected, and paid for each taxable year upon
the net income of every individual a normal tax of
4 per centum of the amount of the net income in excess
of the credits against net income provided in section
25. (53 Stat. 5.)

Derived from Act May 28, 1938, c. 289, § 11, 52 Stat. 452.
Similar provisions. Acts June 22, 1936, c. 690, § 11, 49 Stat.

1653; May 10, 1934, c. 277, § 11, 48 Stat. 684; June 6, 1932,
c. 209, §11 47 Stat. 174; May 29, 1928, c. 852, § 11, 45
Stat. 795; Peb. 26 1926, c. 27, § 210, 44 Stat. 21'; June 2,
1924, c. 24, § 210,' 43 Stat. 264"; Nov. 23, 1921, c. 136, § 210,
as amended by Act Mar. 4, 1923, c. 280, -§ 1, 42 Stat. 1507;
Feb. 24, 1919, c. 18, § 210, 40 Stat. 84; Sept. 8 1916 c 463
§ 1 (a), 39 Stat. 756; Oct. 3, 1913, c. 16, § Ii, A, §ubd. 1:
38 Stat. 166.

§ 12. Surtax on individuals-(a) Definition of "sur-
tax net income." As used in this section the term
" surtax net income" means the amount of the net
income in excess of the credits against net income
provided in section 25 (b).

(b) Rates of surtax. There shall be levied, col-
lected, and paid for each taxable year upon the surtax
net income of every individual a surtax as follows:

Upon a surtax net income of $4,000 there shall be
no surtax; upon surtax net incomes in excess of
$4,000 and not in excess of $6,000, 4 per centum of
such excess.

$80 upon surtax net incomes of $6,000; and upon
surtax net incomes in excess of $6,000 and not in
excess of $8,000, 5 per centum in addition of such
excess.

$180 upon surtax net incomes of $8,000; and upon
surtax net incomes in excess of $8,000 and not in ex-
cess of $10,000, 6 per centum in addition of such
excess.

$300 upon surtax net incomes of $10,000; and upon
surtax net incomes in excess of $10,000 and not in
excess of $12,000, 7 per centum in addition of such
excess.

$440 upon surtax net incomes of $12,000; and upon
surtax net incomes in excess of $12,000 and not in
excess of $14,000, 8 per centum in addition of such
excess.

$600 upon surtax net incomes of $14,000; and upon
surtax net incomes in excess of $14,000 and not in
excess of $16,000, 9 per centum in addition of such
excess.

$780 upon surtax net incomes of $16,000; and upon
surtax net incomes in excess of $16,000 and not in
excess of $18,000, 11 per centum in addition of such
excess.

$1,000 upon surtax net incomes of $18,000; and
upon surtax net incomes in excess of $18,000 and not
in excess of $20,000, 13 per centum in addition of such
excess.

$1,260 upon surtax net incomes of $20,000; and
upon surtax net Incomes in excess of $20,000 and not
in excess of $22,000, 15 per centum in addition of such
excess.

$1,560 upon surtax net incomes of $22,000; and
upon surtax net incomes in excess of $22,000 and not
in excess of $26,000, 17 per centum in addition of such
excess.

$2,240 upon surtax net incomes of $26,000; and
upon surtax net incomes in excess of $26,000 and
not in excess of $32,000, 19 per centum in addition
of such excess.

$3,380 upon surtax net incomes of $32,000; and upon
surtax net incomes in excess of $32,000 and not in excess
of $38,000, 21 per centum in addition of such excess.

$4,640 upon surtax net incomes of $38,000; and upon
surtax net incomes in excess of $38,000 and not in ex-
cess of $44,000, 24 per centum in addition of such excess.

$6,080 upon surtax net -incomes of $44,000; and upon
surtax net incomes in excess of $44,000 and not in
excess of $50,000, 27 per centum in addition of such
excess.

$7,700 upon surtax net incomes of $50,000; and upon
surtax net incomes in excess of $50,000 and not in
excess of $56,000, 31 per centum in addition of such
excess.

$9,560 upon surtax net incomes of $56,000; and upon
surtax net incomes in excess of $56,000 and not in ex-
cess of $62,000, 35 per centum in addition of such
excess.

$11,660 upon surtax net incomes of $62,000; and upon
surtax net incomes in excess of $62,000 and not in
excess of $68,000, 39 per centum in addition of such
excess.

$14,000 upon surtax net incomes of $68,000; and upon
surtax net incomes in excess of $68,000 and not in
excess of $74,000, 43 per centum in addition of such
excess.

$16,580 upon surtax net incomes of $74,000; and
upon surtax net incomes in excess of $74,000 and not in
excess of $80,000, 47 per centum in addition of such
excess.

$19,400 upon surtax net incomes of $80,000; and
upon surtax net incomes in excess of $80,000 and not
in excess of $90,000, 51 per centum in addition of such
excess.

$24,500 upon surtax net incomes of $90,000; and upon
surtax net incomes in excess of $90,000 and not in
excess of $100,000, 55 per centum in addition of such
excess.

$30,000 upon surtax net incomes of $100,000; and
upon surtax net incomes in excess of $100,000 and not
in excess of $150,000, 58 per centum in addition of
such excess.

$59,000 upon surtax net incomes of $150,000; and
upon surtax net incomes in excess of $150,000 and not
in excess of $200,000, 60 per centum in addition of such
excess.

$89,000 upon surtax net incomes of $200,000; and
upon surtax net incomes in excess of $200,000 and not in
excess of $250,000, 62 per centum in addition of such
excess.

$120,000 upon surtax net incomes of $250,000; and
upon surtax net incomes in excess of $250,000 and not
In excess of $300,000, 64 per centum in addition of such
excess.
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$152,000 upon surtax net incomes of $300,000; and
upon surtax net incomes in excess of $300,000 and not
in excess of $400,000, 66 per centum in addition of such
excess.

$218,000 upon surtax net incomes of $400,000; and
upon surtax net incomes in excess of $400,000 and not
in excess of $500,000, 68 per centum in addition of such
excess.

$286,000 upon surtax net incomes of $500,000; and
upon surtax net incomes in excess of $500,000 and not
in excess of $750,000, 70 per centum in addition of such
excess.

$461,000 upon surtax net incomes of $750,000; and
upon surtax net incomes in excess of $750,000 and not
in excess of $1,000,000, 72 per centum in addition of
such excess.

$641,000 upon surtax net incomes of $1,000,000; and
upon surtax net incomes in excess of $1,000,000 and not
in excess of $2,000,000, 73 per centum in addition of such
excess.

$1,371,000 upon surtax net incomes of $2,000,000;
and upon surtax net incomes in excess of $2,000,000
and not in excess of $5,000,000, 74 per centum in addi-
tion of such excess.

$3,591,000 upon surtax net incomes of $5,000,000; and
upon surtax net incomes in excess of $5,000,000, 75
per centum in addition of such excess.

(c) Tax in case of capital gains or losses.
For rate and computation of alternative tax In lieu of

normal tax and surtax in the case of a capital gain or loss
from the sale or exchange of capital assets held for more
than eighteen months, see section 117 (c).

(d) Sale of oil or gas properties.
For limitation of surtax attributable to the sale of oil or

gas properties, see section 105.
(e) Tax on personal holding companies.
For surtax on personal holding companies, see section 500.
(f) Avoidance of surtaxes by incorporation.
For surtax on corporations which accumulate surplus to

avoid surtax on shareholders, see section 102.
(53 Stat. 5.)

Derived from Act May 28, 1938, c. 289, § 12, 52 Stat. 453.
Similar provisions. Act June 22, 1936, c. 690, § 12, 49 Stat.

1653, as amended by Act Aug. 26, 1937, c. 815, Title 1, § 2,
50 Stat. 817- Acts Aug. 30, 1935, c. 829, §§ 101 107, 49
Stat. 1014, 1619; May 10, 1934, c. 277, § 12, 48 Stat. 684;
June 6, 1932, c. 209, § 12, 47 Stat. 174; May 29, 1928, c.
852, § 12, 45 Stat. 796; Feb. 26, 1926, c. 27, § 211, 44 Stat.
21;' June 2, 1924, c. 234, § 211, 43 Stat. 265; Nov. 23,
191, c. 136, § 211, 42 Stat. 233; Feb. 24, 1919, c. 18, § 211,
40 Stat. 1062; Oct. 3 1917, c. 63, § 2, 40 Stat. 301; Sept.
8, 1916; c. 461, § 1 (b), 39 Stat. 756; Oct. 3, 1913, c. 16, §
II, A, subd. 2, 38 Stat. 166.

§ 13. Tax on corporations in general-(a) Adjusted
net income. For the purposes of this chapter the term
"adjusted net income " means the net income minus
the credit provided in section 26 (a), relating to inter-
est on certain obligations of the United States and
Government corporations.

(b) Imposition of tax. There shall be levied, col-
lected, and paid for each taxable year upon the net
income of every corporation the net income of which
is more than $25,000 (except a corporation subject to
the tax imposed by section 14, section 231 (a), Supple-
ment G, or Supplement Q) a tax computed under
subsection (c) of this section or a tax computed
under subsection (d) of this section, whichever tax
is the lesser.

(c) General rule. The tax computed under this
subsection shall be as follows:

(1) A tentative tax shall first be computed equal to
19 per centum of the adjusted net income.

(2) The tax shall be the tentative tax reduced by
the sum of-

(A) 16/2 per centum of the credit for dividends
received provided in section 26 (b) ; and

(B) 2/2 per centum of the dividends paid credit
.provided in section 27, but not to exceed 2% per cen-
tum of the adjusted net income.

(d) Alternative tax (corporations with net income
slightly more than $25,000).

(1) If no portion of the gross income consists of
interest allowed as a credit by section 26 (a) (relat-
ing to interest on certain obligations of the United

States and Government corporations), or of dividends
of the class with respect to which credit is allowed by
section 26 (b), then the tax computed under this sub-
section shall be equal to $3,525, plus 32 per centum of
the amount of the net income in excess of $25,000.

(2) If any portion of the gross income consists of
such interest or dividends, then the tax computed
under this subsection shall be as follows:

(A) The net income shall be divided Into two divi-
sions, the first division consisting of $25,000, and the
second division consisting of the remainder of the net
income.

(B) To the first division shall be allocated, until
an aggregate of $25,000 has been so allocated: First,
the portion of the gross income consisting of such in-
terest; second, the portion of the gross income con-
sisting of such dividends; and third, an amount equal
to the excess, if any, of $25,000 over the amounts
already allocated to the first division.

(C) To the second division shall be allocated, un-
til there has been so allocated an aggregate equal to
the excess of the net income over $25,000: First, the
portion of the gross income consisting of such in-
terest which is not already allocated to the first divi-
sion; second, the portion of the gross income con-
sisting of such dividends which is not already al-
located to the first division; and third, an amount
equal to the excess, if any, of the net income over
the sum of $25,000 plus the amounts already allocated
to the second division.

(D) The tax shall be equal to the sum of the fol-
lowing:

(1) A tax on the $25,000 allocated to the first divi-
sion, computed under section 14 (c), on the basis of
the allocation made to the first division and as if
the amount so allocated constituted the entire net
income of the corporation.

(ii) 12 per centum of the dividends received al-
located as such to the second division.

(iii) 32 per centum of the remainder of the amount
allocated to the second division, except interest al-
lowed as a credit under section 26 (a).

(e) Corporations in bankruptcy and receivership.
If a domestic corporation is for any portion of the tax-
able year in bankruptcy under the laws of the United
States, or insolvent and in receivership in any court
of the United States or of any State, Territory, or the
District of Columbia, then, when the tax is computed
under subsection (c), the tentative tax shall be re-
duced by 2Y. per centum of the adjusted net in-
come, instead of by 21/2 per centum of the dividends
paid credit.

(f) Joint-stock land banks. In the case of a joint-
stock land bank organized under the Federal Farm
Loan Act, 39 Stat. 360, 42 Stat. 1454 (U. S. C. Title
12, §, 641), as amended, when the tax is computed
under subsection (c), the tentative tax shall be re-
duced by 2 per centum of the adjusted net income,
instead of by 21/ per centum of the dividends paid
credit.

(g) Rental housing corporations. In the case of a
corporation which at the close of the taxable year
is regulated or restricted by the Federal Housing
Administrator under section 207 (b) (2) of the
National Housing Act, as amended, 52 Stat. 17, when
the tax is computed under subsection (c), the ten-
tative tax shall be reduced by 21/2 per centum of the
adjusted net income, instead of by 2 per centum of
the dividends paid credit; but only if such Adminis-
trator certifies to the Commissioner the fact that
such regulation or restriction existed at the close of
the taxable year. It shall be the duty of such Ad-
ministrator promptly to make such certification to the
Commissioner after the close of the taxable year of
each corporation which is so regulated or restricted
by him.

(h) Exempt corporations.
For corporations exempt from taxation under this chapter,

see section 101.
(i) Tax on personal holding companies.
For surtax on personal holding companies, see section 500.
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(j) Improper accumulation of surplus.
For surtax on corporations which accumulate surplus to

avoid surtax on shareholders, see section 102.

(53 Stat. 7.)
Section amended by Act June 29. 1939, c. 247, Title II,

5 201, 53 Stat. 863, which was made applicable only with re-
spect to taxable years beginning after December 31, 1939, by
§ 229 of said act. As amended section 13 reads as follows :

" Sec. 13. Tax on Corporations in General. (a) DEFINI-
TIONS.-For the purposes of this chapter-

"(1) ADJUSTED NET INCOME.-The term 'adjusted net in-
come' means the net income minus the credit provided in
section 26 (a), relating to interest on certain obligations of the
United States and Government corporations.

"(2) NORMAL-TAX NOT INCOME.-he term 'normal-tax net
income' means the adjusted net income minus the credit
for dividends received provided in section 26 (b).

"(b) IMPOSITION Or TAx.-There shall be levied, collected,
and paid for each taxable year upon the normal-tax net
income of every corporation the normal-tax net income of
which is more than $25,000 (except a corporation subject
to the tax imposed by section 14, section 231 (a), Supple-
ment G, .or Supplement Q) whichever of the following taxes
is the lesser:

"(1) GENERAL RULE.-A tax of 18 per centum of the normal-
tax net income ; or

"(2) ALTERNATIVE TAX (CORPORATIONS WITH NORMAL-TAX NEW
INCOME SLIGHTLY MORE THAN $25,000).-A tax of $3,525, plus
32 per centum of the amount of the normal-tax net income
in excess of $25,000.

(C) EXEMPT CORPORATIONS.-
"For corporations exempt from taxation under this chap-

ter, see section 101.
" (d) TAX ON PERSONAL HOLDING COMPANIES.-
"For surtax on personal holding companies, see section 500.
" (e) IMPROPER ACCUMULATION OF SURPLUS.-
"For surtax on corporations which accumulate surplus to

avoid surtax on shareholders, see section 102."
Derived from Act May 28, 1938, c. 289, 5 13, 52 Stat. 455.
Similar provisions. Act June 22, 1936, c. 690, §§ 13, 14,

49 Stat. 1655, as section 14 was amended by Act Aug. 26,
1937, c. 815, Title I, § 2, 50 Stat. 817; Act May 10, 1934. c.
277, § 13, 48 Stat. 686, as amended by Act Aug. 30, 1935,
c. 829, § 102 (a) 49 Stat. 1015; Acts June 6, 1932, c. 209,

13 47 Stat. 177; May 29, 1928, c. 852, § 13, 45 Stat. 797;
eb.! 26, 1926, c. 27, 230, 44 Stat. 39; June 2, 1924 c.

234, ' 230, 43 Stat. 282; Nov. 23, 1921, c. 136, 1 2 29,
230, 42 Stat 252; Oct. 3, 1917 c 63 § 4 40 Stat. 302;
Sept. 8, 1916, c. 463, § 10, 39 Siat. 765, as amended by Act
Oct. 3, 1917, c. 63, § 1206, 40 Stat. 333; Oct. 3, 1913, c.
16, § 1I, G, 38 Stat. 172.

§ 14. Tax on special classes of corporations-(a)
Special class net income. For the purposes of this
chapter the term "special class net income" means
the adjusted net income minus the credit for divi-
dends received provided in section 26 (b).

(b) Imposition of tax. There shall be levied, col-
lected, and paid for each taxable year upon the
special class net income of the following corporations
(in lieu of the tax imposed by section 13) the tax
hereinafter in this section specified.

(c) Corporations with net incomes of not more than
$25,000. If the net income of the corporation is not
more than $25,000, and if the corporation does not
come within one of the classes specified in subsection
(d), (e), (f), or (g) of this section, the tax shall be
as follows:

Upon special class net incomes not in excess of
$5,000, 12 per centum.
$625 upon special class net incomes of $5,000, and

upon special class net incomes in excess of $5,000 and
not in excess of $20,000, 14 per centum in addition of
such excess.

$2,725 upon special class net incomes of $20,000,
and upon special class net incomes in excess of
$20,000, 16 per centum in addition of such excess.

(d) Special classes of corporations. In the case
of the following corporations the tax shall be an
amount equal to 16 per centum of the special class
net income, regardless of the amount thereof:

(1) Banks, as defined in section 104.
(2) Corporations organized under the China Trade

Act, 1922, (42 Stat. 849 (U. S. C., Title 15, c. 4).)
(3) Corporations which, by reason of deriving a

large portion of their gross income from sources
within a possession of the United States, are entitled
to the benefits of section 251.

(e) Foreign corporations. (1) In the case of a
foreign corporation engaged in trade or business
within the United States or having an office or place
of business therein, the tax shall be an amount equal

to 19 per centum of the special class net income, re-
gardless of the amount thereof.

(2) In the case of a foreign corporation not en-
gaged in trade or business within the United States
and not having an office or place of business therein,
the tax shall be as provided in section 231 (a).

(f) Insurance companies. In the case of insurance
companies, the tax shall be as provided in Supplement
G.

(g) Mutual investment companies. In the case of
mutual investment companies, as defined in Supple-
ment Q, the tax shall be as provided in such Supple-
ment.

(h) Exempt corporations.
" For surtax on corporations which accumulate surplus to

avoid surtax on shareholders, see section 102."
(i) Tax on personal holding companies.
For surtax on personal holding companies, see section 500.
(j) Improper accumulation of surplus.
For surtax on corporations which accumulate surplus

to avoid surtax on stockholders, see section 102.

(53 Stat. 8.)
Section amended by Act June 29, 1939, c. 247, Title II,

J 201, 53 Stat. 863, which was made applicable only with
respect to taxable years beginning after December 31, 1939
by § 229 of said act. As amended section 14 reads as
follows:

"See. 14. Tax on Special Classes of Corporations. (a) IMPO-
SITION oF TAx.-There shall be levied, collected, and paid
for each taxable year upon the normal-tax net income of the
following corporations (in lieu of the tax imposed by section
13) the tax hereinafter in this section specified."(b) CORPORATIONS WITH NORMAL-TAX NET INCOMES OF NoT
MORE THAN $25,00.-If the normal-tax net income of the
corporation is not more than $25,000, and if the corporation
does not come within one of the classes specified in subsection
(c), (d), or (e) of this section, the tax shall be as follows:

"Upon normal-tax net incomes not in excess of $5,000, 121,
per centum.

"$625 upon normal-tax net incomes of $5,000, and upon
normal-tax net incomes in excess of $5,000 and not in excess
of $20,000, 14 per centum il addition of such excess.

" $2,725 upon normal-tax net incomes of $20,000, and upon
normal-tax net incomes in excess of $20,000, 16 per centum
in addition of such excess.

"(c) FOREIGN CORPORATIONS.-
"(1) In the case of a foreign corporation engaged in trade

or business within the United States or having an office or
place of business therein, the tax shall be an amount equal
to 18 per centum of the normal-tax net income, regardless of
the amount thereof.

"(2) In the case of a foreign corporation not engaged in
trade or business within the United States and not having
an office or place of business therein, the tax shall be as
provided in section 231 (a).

"(d) INSURANCE COMPANIES.-In the case of insurance com-
panies, the tax shall be as provided in Supplement G.

"(e) MUTUAL INVESTMENT COMPANIES.-In the case of mu-
tual investment companies, as defined in Supplement Q, the
tax shall be as provided in such Supplement.

(f) EXEMPT CORPORATIONS.-
"For corporations exempt from taxation under this chapter,

see section 101.
(g) TAX ON PERSONAL HOLDING COMPANIES.-
For surtax on personal holding companies, see section 500.
(h) IMPROPER ACCUMULATION OF SURPLUS.-

"For surtax on corporations which accumulate surplus to
avoid surtax on shareholders, see section 102."

Derived from Act May 28 1938, c. 289, § 14, 52 Stat. 456.
Similar provisions. Act june 22, 1936, c. 690, §§ 13 14,

49 Stat. 1655. as section 14 was amended by Act Aug. 26, 1937
c. 815, Title I, § 2, 50 Stat. 817, Act May 10, 1934, c. 277 § 13
48 Stat. 686, as amended by Act Aug. 30, 1935, c. 829, '2 101
(a), 49 Stat. 1015.

§ 15. Corporate taxes effective for two taxable
years. The taxes imposed by section 13, section 14
(except subsection (e) (2)), Supplement G, or Supple-
ment Q, of this chapter, or by section 13, section 14, or
Supplement G of the Revenue Act of 1936, shall not
apply to any taxable year beginning after December
31, 1939. (53 Stat. 9.)

Repeal. Section 15 relating to corporate taxes effective for
two taxable years was omitted by Act June 29, 1939, 10 p. m.,
c. 247. Title II, § 201, 53 Stat. 863, which amended sections 13,
14, and 15 to "read as follows " and failed to reenact section
15. Amendment omitting section 15 was made applicable
only with respect to taxable years beginning after December 31,
1939 by § 229 of said act.

Derived from Act May 28, 1938, c. 289, § 15, 52 Stat. 457."

PART II.--COmPUTATION OF Nor INCOME

§ 21. Net income-(a) Definition. "Net income"
means the gross income computed under section 22,
less the deductions allowed by section 23.
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(b) Cross references. For definition of "adjusted
net income" and "normal-tax net income ", see section
13. (53 Stat. 9, as amended June 29, 1939, 10 p. in.,
E. S. T., c. 247, Title II, § 210 (a), 53 Stat. 866.)

Subsec. (b) was amended by Act June 29, 1939, cited to
text, and amendment made applicable only with respect
to taxable years beginning after December 31, 1939, by § 229
of said act. Prior to said amendment subsection read as
follows:

"(b) Cross references
"For definition of ' adjusted net incorie', see section 13 (a)

for definition of 'special class net income', see section 14
(a)."

Derived from Act May 28, 1938, c. 289, § 21, 52 Stat. 457.
Similar provisions. Acts June 22, 1936, c. 690, § 21, 49

Stat. 1657; May 10, 1934, c. 277, § 21, 48 Stat. 686; June
6, 1932, c. 209, § 21, 47 Stat. 178: May 29, 1928, c. 852,
' 21, 45 Stat. 797; Feb. 26. 1926, c. 27, § 212, 44 Stat.

23; June 2, 1924, c. 234, § 212, 43 Stat. 267.
§ 22. Gross income-(a) General definition. "Gross

income" includes gains, profits, and income derived
from salaries, wages, or compensation for personal
service (including personal service as an officer or
employee of a State, or any political subdivision
thereof, or any agency or instrumentality of any one
or more of the foregoing), of whatever kind and in
whatever form paid, or from professions, vocations,
trades, businesses, commerce, or sales, or dealings in
property, whether real or personal, growing out of
the ownership or use of or interest in such property;
also from interest, rent, dividends, securities, or the
transaction of any business carried on for gain or
profit, or gains or profits and income derived from
any source whatever. In the case of Presidents of
the United States and judges of courts of the United
States taking office after June 6, 1932, the compen-
sation received as such shall be included In gross in-
come; and all Acts fixing the compensation of such
Presidents and judges are hereby amended accord-
ingly. In the case of judges of courts of the United
States who took office on or before June 6, 1932, the
compensation received as such shall be included in
gross income. (As amended April 12 1939, c. 59, Title
I, §§ 1, 3, 53 Stat. 574, 575.)

(b) Exclusions from gross income. The following
items shall not be Included in gross income and shall
be exempt from taxation under this chapter:

(1) Life insurance. Amounts received under a life
Insurance contract paid by reason of the death of the
insured, whether in a single sum or otherwise (but if
such amounts are held by the insurer under an agree-
ment to pay interest thereon, the interest payments
shall be included in gross income) ;

(2) Annuities, etc. Amounts received (other than
amounts paid by reason of the death of the insured
and interest payments on such amounts and other
than amounts received as annuities) under a life
insurance or endowment contract, but if such amounts
(when added to amounts received before the taxable
year under such contract) exceed the aggregate pre-
miums or consideration paid (whether or not paid
during the taxable year) then the excess shall be in-
cluded in gross income. Amounts received as an
annuity under an annuity or endowment contract
shall be included in gross Income; except that there
shall be excluded from gross income the excess of the
amount received in the taxable year over an amount
equal to 3 per centum of the aggregate premiums or
consideration paid for such annuity (whether or not
paid during such year), until the aggregate amount
excluded from gross income under this chapter or
prior Income tax laws in respect of such annuity
equals the aggregate premiums or consideration paid
for such annuity. In the case of a transfer for a
valuable consideration, by assignment or otherwise,
of a life insurance, endowment, or annuity contract,
or any interest therein, only the actual value of such
consideration and the amount of the premiums and
other sums subsequently paid by the transferee shall
be exempt from taxation under paragraph (1) or this
paragraph;

(3) Gifts, bequests, and devises. The value of
property acquired by gift, bequest, devise, or inherit-

ance (but the income from such property shall be
included in gross income);

(4) Tax-free interest. Interest upon (A) the obli-
gations of a State, Territory, or any political subdi-
vision thereof, or the District of Columbia; or (B)
obligations of a corporation organized under Act of
Congress, if such corporation is an instrumentality
of the United States; or (C) the obligations of the
United States or its possessions. Every person own-
ing any of the obligations enumerated in clause (A),
(B), or (C) shall, in the return required by this
chapter, submit a statement showing the number and
amount of such obligations owned by him and the
income received therefrom, in such form and with
such information as the Commissioner may require.
In the case of obligations of the United States issued
after September 1, 1917 (other than postal savings
certificates of deposit) and in the case of obligations
of a corporation organized under Act of Congress, the
interest shall be exempt only If and to the extent
provided In the respective Acts authorizing the issue
thereof as amended and supplemented, and shall be
excluded from gross income only if and to the extent
it is wholly exempt from the taxes imposed by this
chapter;

(5) Compensation for injuries or sickness.
Amounts received, through accident or health Insur-
ance or under workmen's compensation acts, as com-
pensation for personal injuries or sickness, plus the
amount of any damages received whether by suit or
agreement on account of such injuries or sickness;

(6) Ministers. The rental value of a dwelling house
and appurtenances thereof furnished to a minister
of the gospel as part of his compensation;

(7) Income exempt under treaty. Income of any
kind, to the extent required by any treaty obligation
of the United States;

(8) Miscellaneous items. The following items, to
the extent provided in section 116:

Earned income from sources without the United
States;

Salaries of certain Territorial employees;
The income of foreign governments;
Income of States, municipalities, and other political

subdivisions;
Receipts of shipowners' mutual protection and in-

demnity associations;
Dividends from China Trade Act corporations;
Compensation of employees of foreign governments.
(9) Income from discharge of indebtedness. In

the case of a corporation, the amount of any income
of the taxpayer attributable to the discharge, within
the taxable year, of any indebtedness of the taxpayer
or for which the taxpayer is liable evidenced by a
security (as hereinafter in this paragraph defined)
if-

(A) it is established to the satisfaction of the Com-
missioner, or

(B) it is certified to the Commissioner by any Fed-
eral agency authorized to make loans on behalf of
the United States to such corporation or by any
Federal agency authorized to exercise regulatory
power over such corporation,

that at the time of such discharge the taxpayer was
in an unsound financial condition, and if the taxpayer
makes and files at the time of filing the return, in such
manner as the Commissioner, with the approval of
the Secretary, by regulations prescribes, its consent
to the regulations prescribed under section 113 (b) (3)
then In effect. In such case the amount of any in-
come of the taxpayer attributable to any unamortized
premium (computed as of the first day of the taxable
year in which such discharge occurred) with respect
to such indebtedness shall not be included in gross
income and the amount of the deduction attributable
to any unamortized discount (computed as of the
first day of the taxable year in which such discharge
occurred) with respect to such indebtedness shall not
be allowed as a deduction. As used in this paragraph
the term "security" means any bond, debenture, note,
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or certificate, or other evidence of indebtedness, is-
sued by any corporation, in existence on June 1, 1939.
This paragraph shall not apply to any discharge oc-
curring before the date of the enactment of the Rev-
enue Act of 1939,1 or in a taxable year beginning after
December 31, 1942. (As amended June 29, 1939, 10
p. n. E. S. T., c. 247, Title II, § 215 (a), 53 Stat. 875.)

(c) Inventories. Whenever in the opinion of the
Commissioner the use of inventories is necessary in
order clearly to determine the income of any taxpayer,
Inventories shall be taken by such taxpayer upon such
basis as the Commissioner, with the approval of the
Secretary, may prescribe as conforming as nearly
as may be to the best accounting practice In the trade
or business and as most clearly reflecting the income.

(d) Method of inventorying goods. (1) A tax-
payer may use the following method (whether or not
such method has been prescribed under subsection
(c)) in inventorying goods specified In the applica-
tion required under paragraph (2):

(A) Inventory them at cost;
(B) Treat those remaining on hand at the close of

the taxable year as being: First, those included in
the opening inventory of the taxable year (in the
order of acquisition) to the extent thereof, and second,
those acquired in the taxable year; and

(C) Treat those included in the opening inventory
of the taxable year in which such method is first
used as having been acquired at the same time and
determine their cost by the average cost method.

(2) The method described in paragraph (1) may
be used-

(A) Only In inventorying goods (required under
subsection (c) to be inventoried) specified in an ap-
plication to use such method filed at such time and
in such manner as the Commissioner may prescribe;
and

(B) Only if the taxpayer establishes to the satis-
faction of the Commissioner that the taxpayer has
used no procedure other than that specified in sub-
paragraphs (B) and (C) of paragraph (1) in inven-
torying (to ascertain income, profit, or loss, for credit
purposes, or for the purpose of reports to share-
holders, partners, or other proprietors, or to bene-
ficiaries) such goods for any period beginning with or
during the first taxable year for which the method
described in paragraph (1) is to be used.

(3) The change to, and the use of, such method
shall be in accordance with such regulations as the
Commissioner, with the approval of the Secretary,
may prescribe as necessary In order that the use of
such method may clearly reflect income.

(4) In determining income for the taxable year
preceding the taxable year for which such method is
first used, the closing inventory of such preceding year
of the goods specified in such application shall be at
cost.

(5) If a taxpayer, having complied with paragraph
(2), uses the method described in paragraph (1) for
any taxable year, then such method shall be used in
all subsequent taxable years unless-

(A) With the approval of the Commissioner a
change to a different method is authorized; or

(B) The Commissioner determines that the tax-
payer has used for any period beginning with or dur-
ing any subsequent taxable year some procedure other
than that specified in subparagraph (B) of paragraph
(1) in inventorying (for ascertaining income, profit,
or loss, for credit purposes, or for the purpose of
reports to shareholders, partners, or other proprietors,
or to beneficiaries) the goods specified in the applica-
tion, and requires a change to a method different from
that prescribed in paragraph (1) beginning with such
subsequent taxable year or any taxable year there-
after.
In either of the above cases, the change to, and
the use of, the different method shall be in accord-
ance with such regulations as the Commissioner, with
the approval of the Secretary, may prescribe as neces-
sary in order that the use of such method may clearly
reflect income. (As amended June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 219 (a), 53 Stat. 877.)

(e) Distributions by corporations. Distributions by
corporations shall be taxable to the shareholders as
provided in section 115.

(f) Determination of gain or loss. In the case of
a sale or other disposition of property, the gain or
loss shall be computed as provided in section 111.

(g) Gross income from sources within and without
United States.

For computation of gross income from sources within and
without the United States, see section 119.

(h) Foreign personal holding companies.
For provisions relating to gross income of foreign personal

holding companies and of their shareholders, see section 334.
(i) Consent dividends.
For inclusion in gross income of amounts specified in

shareholders' consents, see section 28.
(j) Income from mortgages made or obligations

issued by joint stock land banks.
For taxable status of income derived from mortgages made

or obligations issued by joint stock land banks, see section
3799.
(53 Stat. 9, as amended April 12, 1939, c. 59, Title I,
§§ 1, 3, 53 Stat. 574, 575; June 29, 1939, 10 p. in.
E. S. T., c. 247, Title II, §§ 215 (a), 219 (a), 53 Stat.
875, 876.)

1 Revenue Act of 1939 enacted June 29, 1939, 10 p. m.
E. S. T.

Act June 29 1939, 10p. m. E. S. T., c. 247, Title II, § 219
(c), 53 Stat. 877, provided as follows: "(c) AMENDMENT TO
1938 AcT.-Section 22 (d) of the Revenue Act of 1938 (re-
lating to Inventories in certain industries) is amended to read
as follows:

" '(d) If the inventory method described in section 22 (d)
(1), as amended, of the Internal Revenue Code is used for
the first taxable year beginning after December 31, 1938, then,
in determining Income for the preceding taxable year, the
closing inventory of such year of the goods specified in the
application under section 22 (d) (2), as amended, of such
Code shall be at cost.'"

Sections 1 and 3 of the Act of April 12, 1939, cited to the
text, amended paragraph (a) of this section by inserting the
words " including personal service as an officer or employee of
a State, or any political subdivision thereof, or any agency or
instrumentality of any one or more of the foregoing" after the
words "compensation for personal service," and by adding the
last sentence of paragraph (a) requiring the compensation of
judges of courts of the United States who took office on or
before June 6, 1932, to be included in gross income.

Subsec. (b), par. (9) was added by Act June 29, 1939, cited
to text, and made applicable to taxable years beginning
December 31, 1938, by § 215 (c) of said act.

Subsec. (d) was amended by Act June 29, 1939, cited to
text, and made applicable to taxable years beginning after
December 31, 1938, by § 219 (b) of said act.

Public Salary Tax Act. The Public Salary Tax Act, April
12, 1939, c. 59, Title II, §§ 201-211, 53 8tat. 575-577, in
addition to amendments of paragraph (a) of this section, con-
tained provisions of a temporary nature as follows:

"SEc. 201. Any amount of income tax (including interest,
additions to tax, and additional amounts) for any taxable
year beginning prior to January 1, 1938, to the extent at-
tributable to compensation for personal service as an officer
or employee of a State, or any political subdivision thereof,
or any agency or instrumentality of any one or more of the
foregoing-

(a) shall not be assessed, and no proceeding in court for
the collection thereof shall be begun or prosecuted (unless
pursuant to an assessment made prior to January 1, 1939)*

(b) if assessed after December 31, 1938, the assessment
shall be abated, and any amount collected in pursuance of
such assessment shall be credited or refunded in the same
manner as in the case of an income tax erroneously col-
lected ; and

(c) shall, If collected on or before the date of the enact-
ment of this Act be credited or refunded in the same manner
as in the case o? an income tax erroneously collected, in the
following Cases-

(1) Where a claim for refund of such amount was filed
before January 19, 1939, and was not disallowed on or before
the date of the enactment of this Act;

(2) Where such claim was so filed but has been disal-
lowed and the time for beginning suit with respect thereto
has not expired on the date of the enactment of this Act ;

(3) Where a suit for the recovery of such amount is
pending on the date of the enactment of this Act; and

(4) Where a petition to the Board of Tax Appeals has
been filed with respect to such amount and the Board's
decision has not become final before the date of the enact-
ment of this Act.

" Sac. 202. In the case of any taxable year beginning after
December 31, 1937, and before January 1, 1939, compensa-
tion for personal service as an officer or employee of a State,
or any political subdivision thereof, or any agency or instru-
mentality of any one or more of the foregoing, shall not be
included in the gross income of any individual under Title I
of the Revenue Act of 1938 [May 28, 1938, c. 289, 52 Stat.
452.1 and shall be exempt from taxation under such title,
If such individual either-

(a) did not include in his return for a taxable year be-
ginning after December 31, 1936, and before January 1,
1938, any amount as compensation for personal service as an
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officer or employee of a State, or any political subdivision
thereof, or any agency or instrumentality of any one or
more of the foregoing; or

(b) did include any such amount in such return, but is
entitled under section 201 of this Act to have the tax
attributable thereto credited or refunded.
" SEC. 203. Any amount of income tax (including inter-

est, additions to tax, and additional amounts) collected on,
before, or after the date of the enactment of this Act for
any taxable year beginning prior to January 1, 1939, to the
extent attributable to compensation for personal service as
an officer or employee of a State, or any political subdivi-
sion thereof, or any agency or instrumentality of any one or
more of the foregoing, shall be credited or refunded In the
same manner as in the case of an income tax erroneously
collected, if claim for refund with respect thereto is filed
after January 18, 1939. and the Commissioner of Internal
Revenue, under regulations prescribed by him with the
approval of the Secretary of the Treasury, finds that dis-
allowance of such claim would result in the application of
the doctrines in the cases of Helvering against Therrell (303
U. S. 218) [58 S. Ct. 539, 82 L. Ed. 758, reversing 88 F. 2d
869.], Helvering against Gerhardt (304 U. S. 405), [58 S.
Ct. 969, 82 L. Ed. 1427, reversing 92 F. 2d 999. Rehearing
denied 59 S. Ct. 57, 305 U. S. 669, 83 L. Ed. -j. and Graves
et al. against New York ex rel. O'Keefe, decided March 27,
1939, [306 U. S. 466, 59 S. Ct. 595, 83 L. Ed. 927, 120 A. L.
R. 1466, reversing 278 N. Y. 691, 16 N. E. 2d 404, affirming
253 App. Div. 91, 1 N. Y. S. 2d 195,] extending the classes of
officers and employees subject to Federal taxation.

" SEC. 204. Neither section 201 nor section 203 shall
apply in any case where the claim for refund, or the insti-
tution of the suit, or the filing of the petition with the
Board, was, at the time filed or begun, barred by the statute
of limitations properly applicable thereto.
" SEC. 205. Compensation shall not be considered as com-

pensation within the meaning of sections 201, 202, and 203
to the extent that it Is paid directly or indirectly by the
United States or any agency or instrumentality thereof.
" SEC. 206. The terms used in this Act shall have the

same meaning as when used in Chapter I of the Internal
Revenue Code. [Section 1 et seq. of this title.
" SEC. 207. No collection of any tax (including interest,

additions to tax, and penalties) imposed by any State, Ter-
ritorry [Territory], possession, or local taxing authority on
the compensation received before January 1, 1939, for per-
sonal service as an officer or employee of the United States or
any agency or instrumentality thereof which is exempt from
Federal income taxation and, if a corporate agency or instru-
mentality, is one (a) a majority of the stock of which is
owned by or on behalf of the United States, or (b) the power
to a ppoint or select a majority of the board of directors of
which is exercisable by or on behalf of the United States,
shall be made after the date of the enactment of this Act.
" SEC. 208. This title shall not apply with respect to any

officer or employee of a State, or any political subdivision
thereof, or any agency or instrumentality of any one or
more of the foregoing, after the Secretary of the Treasury
has determined and proclaimed that it is the policy of such
State to collect from any individual any tax, interest, addi-
tions to tax, or penalties, on account of compensation
received by such individual prior to January 1, 1939, for
9 ersonal service as an officer or employee of the United
tates or any agency or instrumentality thereof. In making

such determination the Secretary of the Treasury shall dis-
regard the taxation of officers and employees of any corpo-
rate agency or instrumentality which Is not exempt from
Federal income taxation, or which if so exempt is one (a) a
majority of the stock of which is not owned by or on behalf
of the United States and (b) the power to appoint or select
a majority of the board of directors of which is not exer-
cisable by or on behalf of the United States.

" SEC. 209. In the case of the judges of the Supreme Court,
and of the inferior courts of the United States created under
article III of the Constitution, who took office on or before
June 6, 1932, the compensation received as such shall not
be subject to income tax under the Revenue Act of 1938 [May
28 1938, c. 289, 52 Stat. 4521 or any prior revenue Act.
"' SEc. 210. For the purposes of this Act, the term ' officer or

employee' includes a member of a legislative body and a
judge or officer of a court.

" SEC. 211. If either title of this Act, or the application
thereof to any person or circumstances, is held invalid, the
other title of the Act shall not be affected thereby."

Derived from Act May 28. 1938 c. 289 § 22. 52 Stat. 457.
Similar provisions. Act June 2, 1936,' c. 690, § 22, 49 Stat.

1657, as amended by Act Aug. 26, 1937, c. 815, Title 2, § 207
(b), 50 Stat. 826; Acts May 10, 1934, c. 277, § 22, 48 Stat.

; June 6, 1932, c. 209, § 22, 47 Stat. 178; May 29, 1928,
c. 852, § 22, 45 Stat. 797; Feb. 26, 1926, c. 27, 205, 213, 233,
44 Stat. 16. 23, 41; June 2, 1924, c. 234, §§ 205, 213, 233, 43
Stat. 260, 267, 283, as amended by Feb. 2, 1925, c. 345, § 12,
43 Stat. 997; Nov. 23. 1921, c. 136, §§ 203, 213, 233, 42 Stat.
231, 237. 254, as section 213 was amended by Act Sept. 19,
1922, c. 346. § 26, 42 Stat. 856; Feb. 24, 1919, c. 18, §§ 203,
213. 233. 40 Stat. 1060, 1065. 1077; Sept. 8, 1916. c. 463,
§ 2 (a), 39 Stat. 1916; Oct. 3, 1913, c. 16, § II, B, 38 Stat. 167.

Various exemptions from gross income were contained in
Act Sept. 8, 1916, c. 463, §§ 4, 11 (b), 30, 39 Stat. 758, 767,
as sections 4 and 30 were amended by Act Oct. 3, 1917, c. 63,
§§ 1200, 1211, 40 Stat. 329, 336; Oct. 3, 1913, c. 16, § II,
subds. B, G, 38 Stat. 167, 172.

§ 23. Deductions from gross income. In computing
net income there shall be allowed as deductions:

(a) Expenses.
(1) In general. All the ordinary and necessary ex-

penses paid or incurred during the taxable year in

carrying on any trade or business, including a rea-
sonable allowance for salaries or other compensation
for personal services actually rendered; traveling ex-
penses (including the entire amount expended for
meals and lodging) while away from home in the
pursuit of a trade or business; and rentals or other
payments required to be made as a condition to the
continued use or possession, for purposes of the trade
or business, of property to which the taxpayer has
not taken or is not taking title or in which he has
no equity.

(2) Corporate charitable contributions. No deduc-
tion shall be allowable under paragraph (1) to a
corporation for any contribution or gift which would
be allowable as a deduction under subsection (q)
were it not for the 5 per centum limitation therein
contained and for the requirement therein that pay-
ment must be made within the taxable year.

(b) Interest. All interest paid or accrued within
the taxable year on indebtedness, except on indebted-
ness incurred or continued to purchase or carry obliga-
tions (other than obligations of the United States is-
sued after September 24, 1917, and originally sub-
scribed for by the taxpayer) the interest upon which
is wholly exempt from the taxes imposed by this
chapter.

(c) Taxes generally. Taxes paid or accrued within
the taxable year, except-

(1) Federal income, war-profits, and excess-profits
taxes (other than the excess-profits tax imposed by
section 106 of the Revenue Act of 1935, 49 Stat. 1019,
or by section 600 of this title) ;

(2) income, war-profits, and excess-profits taxes
imposed by the authority of any foreign country or
possession of the United States; but this deduction
shall be allowed in the case of a taxpayer who does
not signify in his return his desire to have to any
extent the benefits of section 131 (relating to credit
for taxes of foreign countries and possessions of the
United States) ;

(3) estate, inheritance, legacy, succession, and gift
taxes; and

(4) taxes assessed against local benefits of a kind
tending to increase the value of the property assessed;
but this paragraph shall not exclude the allowance as
a deduction of so much of such taxes as is properly
allocable to maintenance or interest charges.

(d) Taxes of shareholder paid by corporation. The
deduction for taxes allowed by subsection (c) shall
be allowed to a corporation in the case of taxes im-
posed upon a shareholder of the corporation upon his
interest as shareholder which are paid by the cor-
poration without reimbursement from the shareholder.
but in such cases no deduction shall be allowed the
shareholder for the amount of such taxes.

(e) Losses by individuals. In the case of an indi-
vidual, losses sustained during the taxable year and
not compensated for by insurance or otherwise-

(1) if incurred in trade or business; or
(2) if incurred in any transaction entered into for

profit, though not connected with the trade or busi-
ness; or

(3) of property not connected with the trade or
business, if the loss arises from fires, storms, ship-
wreck, or other casualty, or from theft, No loss shall
be allowed as a deduction under this paragraph if at
the time of the filing of the return such loss has been
claimed as a deduction for estate tax purposes in the
estate tax return.

(f) Losses by corporations. In the case of a cor-
poration, losses sustained during the taxable year and
not compensated for by insurance or otherwise.

(g) Capital losses.
(1) Limitation. Losses from sales or exchanges of

capital assets shall be allowed only to the extent
provided in section 117.

(2) Securities becoming worthless. If any securi-
ties (as defined in paragraph (3) of this subsection)
become worthless during the taxable year and are
capital assets, the loss resulting therefrom shall, for
the purposes of this chapter, be considered as a loss
from the sale or exchange, on the last day of such
taxable year, of capital assets.
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(3) Definition of securities. As used in this sub-
section the term "securities" means (A) shares of
stock in a corporation, and (B) rights to subscribe
for or to receive such shares.

(h) Wagering losses. Losses from wagering trans-
actions shall be allowed only to the extent of the
gains from such transactions.

(i) Basis for determining loss. The basis for de-
termining the amount of deduction for losses sus-
tained, to be allowed under subsection (e) or (f),
and for bad debts, to be allowed under subsection
(i), shall be the adjusted basis provided in section

113 (b) for determining the loss from the sale or
other disposition of property.

(j) Loss on wash sales of stock or securities.
For disallowance of loss deduction In the case of sales

of stock or securities where within thirty days before or
after the date of the sale the taxpayer has acquired sub-
stantially identical property, see section 118.

(k) Bad debts.
(1) General rule. Debts ascertained to be worthless

and charged off within the taxable year (or, in the
discretion of the Commissioner, a reasonable addition
to a reserve for bad debts) ; and when satisfied that
a debt is recoverable only in part, the Commissioner
may allow such debt, in an amount not in excess of
the part charged off within the taxable year, as a
deduction. This paragraph shall not apply in the
case of a taxpayer, other than a bank, as defined in
section 104, with respect to a debt evidenced by a
security as defined in paragraph (3) of this subsection.

(2) Securities becoming worthless. If any securi-
ties (as defined in paragraph (3) of this subsection)
are ascertained to be worthless and charged off within
the taxable year and are capital assets, the loss re-
sulting therefrom shall, in the case of a taxpayer
other than a bank, as defined in section 104, for the
purposes of this chapter, be considered as a loss from
the sale or exchange, on the last day of such taxable
year, of capital assets.

(3) Definition of securities. As used in this sub-
section the term " securities" means bonds, deben-
tures, notes, or certificates, or other evidences of
indebtedness, issued by any corporation (including
those issued by a government or political subdivision
thereof), with interest coupons or in registered form.

(1) Depreciation. A reasonable allowance for the
exhaustion, wear and tear of property used in the
trade or business, including a reasonable allowance
for obsolescence. In the case of property held by one
person for life with remainder to another person, the
deduction shall be computed as if the life tenant were
the absolute owner of the property and shall be al-
lowed to the life tenant. In the case of property held
in trust the allowable deduction shall be apportioned
between the income beneficiaries and the trustee in
accordance with the pertinent provisions of the in-
strument creating the trust, or, in the absence of such
provisions, on the basis of the trust income allocable
to each.

(m) Depletion. In the case of mines, oil and gas
wells, other natural deposits, and timber, a reasonable
allowance for depletion and for depreciation of im-
provements, according to the peculiar conditions in
each case; such reasonable allowance in all cases to
be made under rules and regulations to be prescribed
by the Commissioner, with the approval of the Secre-
tary. In any case in which it is ascertained as a
result of operations or of development work that the
recoverable units are greater or less than the prior
estimate thereof, then such prior estimate (but not
the basis for depletion) shall be revised and the al-
lowance under this subsection for subsequent taxable
years shall be based upon such revised estimate.
In the case of leases the deductions shall be equitably
apportioned between the lessor and lessee. In the case
of property held by one person for life with remainder
to another person, the deduction shall be computed as
if the life tenant were the absolute owner of the prop-
erty and shall be allowed to the life tenant. In the
case of property held in trust the allowable deduction
shall be apportioned between the income beneficiaries
and the trustee in accordance with the pertinent pro-

visions of the instrument creating the trust, or, in the
absence of such provisions, on the basis of the trust
income allocable to each.

For percentage depletion allowable under this subsection
see section 114 (b), (3) and (4).

(n) Basis for depreciation and depletion. The
basis upon which depletion, exhaustion, wear and
tear, and obsolescence are to be allowed in respect
of any property shall be as provided in section 114.

(o) Charitable and other contributions. In the case
of an individual, contributions or gifts payment of
which is made within the taxable year to or for the
use of:

(1) The United States, any State, Territory, or
any political subdivision thereof or the District of
Columbia, or any possession of the United States, for
exclusively public purposes;

(2) A corporation, trust, or community chest, fund,
or foundation, created or organized in the United
States or in any possession thereof or under the law
of the United States or of any State or Territory or
of any possession of the United States, organized and
operated exclusively for religious, charitable, scien-
tific, literary, or educational purposes, or for the pre-
vention of cruelty to children or animals, no part of
the net earnings of which inures to the benefit of any
private shareholder or individual, and no substantial
part of the activities of which is carrying on
propaganda, or otherwise attempting, to influence
legislation;

(3) the special fund for vocational rehabilitation
authorized by section 12 of the World War Veterans'
Act, 1924, 43 Stat. 611 (U. S. C., Title 38, § 440) ;

(4) posts or organizations of war veterans, or aux-
iliary units or societies of any such posts or organi-
zations, if such posts, organizations, units, or societies
are organized in the United States or any of its
possessions, and if no part of their net earnings
inures to the benefit of any private shareholder or
individual; or

(5) a domestic fraternal society, order, or associa-
tion, operating under the lodge system, but only if
such contributions or gifts are to be used exclusively
for religious, charitable, scientific, literary, or educa-
tional purposes, or for the prevention of cruelty to
children or animals;

to an amount which in all the above cases combined
does not exceed 15 per centum of the taxpayer's net
income as computed without the benefit of this sub-
section. Such contributions or gifts shall be allow-
able as deductions only if verified under rules and
regulations prescribed by the Commissioner, with the
approval of the Secretary. (As amended June 29, 1939,
10 p. m. E. S. T., c. 247, Title II, § 224 (a), 53 Stat,
880.)

For unlimited deduction If contributions and gifts exceed
90 per centum of the net Income, see section 120.

(p) Pension trusts.
(1) General rule. An employer establishing or

maintaining a pension trust to provide for the
payment of reasonable pensions to his employees shall
be allowed as a deduction (in addition to the contri-
butions to such trust during the taxable year to cover
the pension liability accruing during the year, allowed
as a deduction under subsection (a) of this section)
a reasonable amount transferred or paid into such
trust during the taxable year in excess of such con-
tributions, but only if such amount (1) has not
theretofore been allowable as a deduction, and (2) is
apportioned in equal parts.over a period of ten con-
secutive years beginning with the year in which the
transfer or payment is made.

(2) Deductions under prior income tax acts. Any
deduction allowable under section 23 (q) of the Reve-
nue Act of 1928, 45 Stat. 802, or the Revenue Act of
1932, 47 Stat. 182, or the Revenue Act of 1934, 48
Stat. 691, under section 23 (p) of the Revenue Act of
1936, 49 Stat. 1661, or the Revenue Act of 1938, 52
Stat. 464, which under such section was apportioned
to any taxable year beginning after December 31,
1937, shall be allowed as a deduction in the years to
which so apportioned to the extent allowable under
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such section if it had remained in force with respect
to such year.

(3) Exemption of trusts under section 165. The
provisions of paragraphs (1) and (2) of this subsec-
tion shall be subject to the qualification that the de-
duction under either paragraph shall be allowable
only with respect to a taxable year (whether the
year of the transfer or payment or a subsequent
year) of the employer ending within or with a tax-
able year of the trust with respect to which the trust
is exempt from tax under section 165.

(q) Charitable and other contributions by corpora-
tions. In the case of a corporation, contributions or
gifts payment of which is made within the taxable
year to or for the use of a corporation, trust, or com-
munity chest, fund, or foundation, created or organ-
ized in the United States or in any possession thereof
or under the law of the United States, or of any State
or Territory, or of the District of Columbia, or of
any possession of the United States, organized and
operated exclusively for religious, charitable, scien-
tific, literary, or educational purposes or for the pre-
vention of cruelty to children (but in the case of con-
tributions or gifts to a trust, chest, fund, or founda-
tion, only if such contributions or gifts are to be used
within the United States or any of its possessions ex-
clusively for such purposes), no part of the net earn-
ings of which inures to the benefit of any private
shareholder or individual, and no substantial part of
the activities of which is carrying on propaganda, or
otherwise attempting, to influence legislation; to an
amount which does not exceed 5 per centum of the
taxpayer's net income as computed without the benefit
of this subsection. Such contributions or gifts shall
be allowable as deductions only if verified under rules
and regulations prescribed by the Commissioner, with
the approval of the Secretary. (As amended June 29,
1939, 10 p. in. E. S. T., c. 247, Title II, § 224 (b), 53
Stat. 880.)

(r) Dividends paid by banking corporations.
For deduction of dividends paid by certain banking corpo-

rations, see section 121.
(s) Net operating loss deduction. For any taxable

year beginning after December 31, 1939, the net operat-
ing loss deduction computed under section 122 (53
Stat. 12, as amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, §§ 211 (a), 224, 53 Stat. 867, 880.)

Subsec. (o), pars. (1) and (2) were amended by Act June
29, 1939, cited to text, and amendment made applicable only
with respect to taxable years beginning after December 31,
1939, by § 229 of said Act. Prior to said amendment pars.
(1? and (2) read as follows:

(1) the United States, any State, Territory, or any politi-
cal subdivision thereof, or the District of Columbia, for
exclusively public purposes;

"(2) a domestic corporation, or domestic trust, or domestic
community chest, fund, or foundation, organized and operated
exclusively for religious, charitable, scientific, literary, or edu-
cational purposes, or for the prevention of cruelty to children
or animals, no part of the net earnings of which inures to the
benefit of any private shareholder or individual, and no sub-
stantial part of the activities of which is carrying on propa-
ganda, or otherwise attempting, to influence legislation ; "

Subsec. (q) was amended by Act June 29, 1939, cited to
text, and amendment made applicable only with respect to
taxable years beginning after December 31, 1939, by § 229 of
said Act. Prior to said amendment subsection read as
follows :

"(q) Charitable and other contributions by corporations.
In the case of a corporation, contributions or gifts payment of
which is made within the taxable year to or for the use of a
domestic corporation, or domestic trust, or domestic community
chest, fund, or foundation, organized and operated exclusively
for religious, charitable, scientific, literary, or educational
purposes or the prevention of cruelty to children (but in the
case of contributions or gifts to a trust, chest, fund, or founda-
tion. only if such contributions or gifts are to be used within
the United States exclusively for such purposes), no part of
the net earnings of which inures to the benefit of any private
shareholder or individual, and no substantial part of the ac-
tivities of which is carrying on propaganda, or otherwise
attempting, to influence legislation; to an amount which does
not exceed 5 per centum of the taxpayer's net income as com-
puted without the benefit of this subsection. Such contribu-
tions or gifts shall be allowable as deductions only if verified
under rules and regulations prescribed by the Commissioner,
with the approval of the Secretary."

Subsec. (a) was added by Act June 29, 1939, cited to text.
Derived from Act May 28, 1938, c. 289. § 23, 52 Stat. 460.
Similar provisions. Acts June 22, 1936, c. 690, § 23, 49

Stat. 1658; May 10, 1924, c. 277, § 23, 48 Stat. 688, as
amended by Act Aug. 30, 1935, c. 829, § 102 (c) (h),
49 Stat. 1015; June 6. 1932, c. 209. § 23, 47 Stat. 179; May
29, 1928, c. 852, § 23, 45 Stat. 799; Feb. 26, 1926, c. 27,

§§ 214, 234, 44 Stat. 26, 41 ; June 2, 1924, c. 234, §§ 214, 234,
43 Stat. 269, 283.

Prior provisions concerning deductions were contained In
Acts Nov. 23, 1921, c. 136, §§ 214, 234, 42 Stat. 239, 254, as
section 234 was amended by Act Sept. 19, 1922, c. 346, § 27,
42 Stat. 856; Feb. 24 1919 c 18 §§ 214, 234, 40 Stat. 1066,
1077; Sept. 8, 1916, 'c. 46, §§ 5 12, 39 Stat. 759, 767, as
amended by Act Oct. 3, 1917, c. 63, i 1201, 1207 40 Stat.
330, 334; Oct. 3, 1913, c. 16, § II, B, G, 38 Stat. 167, 172.

§ 24. Items not deductible-(a) General rule. In
computing net income no deduction shall in any case
be allowed in respect of-

(1) Personal, living, or family expenses;
(2) Any amount paid out for new buildings or for

permanent improvements or betterments made to in-
crease the value of any property or estate;

(3) Any amount expended in restoring property or
in making good the exhaustion thereof for which an
allowance is or has been made;

(4) Premiums paid on any life insurance policy
covering the life of any officer or employee, or of any
person financially interested in any trade or business
carried on by the taxpayer, when the taxpayer is
directly or indirectly a beneficiary under such policy
or

(5) Any amount otherwise allowable as a deduc-
tion which is allocable to one or more classes of
income other than interest (whether or not any amount
of income of that class or classes is received or ac-
crued) wholly exempt from the taxes imposed by this
chapter.

(b) Losses from sales or exchanges of property-
(1) Losses disallowed. In computing net income no
deduction shall in any case be allowed in respect of
losses from sales or exchanges of property, directly or
indirectly-

(A) Between members of a family, as defined in
paragraph (2) (D) ;

(B) Except in the case of distributions in liquida-
tion, between an individual and a corporation more
than 50 per centum in value of the outstanding stock
of which is owned, directly or indirectly, by or for
such individual;

(C) Except in the case of distributions in liquida-
tion, between two corporations more than 50 per
centum in value of the outstanding stock of each of
which is owned, directly or indirectly, by or for the
same individual, if either one of such corporations,
with respect to the taxable year of the corporation
preceding the date of the sale or exchange was, under
the law applicable to such taxable year, a personal
holding company or a foreign personal holding com-
pany;

(D) Between a grantor and a fiduciary of any trust;
(E) Between the fiduciary of a trust and, the

fiduciary of another trust, if the same person is a
grantor with respect to each trust; or

(F) Between a fiduciary of a trust and a beneficiary
of such trust.

(2) Stock ownership, family, and partnership rule.
For the purposes of determining, in applying paragraph
(1), the ownership of stock-

(A) Stock owned, directly or indirectly, by or for
a corporation, partnership, estate, or trust, shall be
considered as being owned proportionately by or for
its shareholders, partners, or beneficiaries;

(B) An individual shall be considered as owning
the stock owned, directly or indirectly, by or for his
family;

(C) An individual owning (otherwise than by the
application of subparagraph (B)) any stock in a
corporation shall be considered as owning the stock
owned, directly or indirectly, by or for his partner;

(D) The family of an individual shall include only
his brothers and sisters (whether by the whole or
half blood), spouse, ancestors, and lineal descendants;
and

(E) Constructive ownership as actual owner-
ship.-Stock constructively owned by a person by rea-
son of the application of subparagraph (A) shall,
for the purpose of applying subparagraph (A), (B),
or (C), be treated as actually owned by such person,
but stock constructively owned by an individual by
reason of the application of subparagraph (B) or
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(0) shall not be treated as owned by him for the
purpose of again applying either of such subpara-
graphs in order to make another the constructive
owner of such stock.

(c) Unpaid expenses and interest. In computing
net income no deduction shall be allowed under sec-
tion 23 (a), relating to expenses incurred, or under
section 23 (b), relating to interest accrued-

(1) If such expenses or interest are not paid within
the taxable year or within two and one half months
after the close thereof; and

(2) If, by reason of the method of accounting of
the person to whom the payment is to be made, the
amount thereof is not, unless paid, includible in the
gross income of such person for the taxable year in
which or with which the taxable year of the taxpayer
ends; and

(3) If, at the close of the taxable year of the tax-
payer or at any time within two and one half months
thereafter, both the taxpayer and the person to whom
the payment is to be made are persons between
whom losses would be disallowed under section 24
(b).

(d) Holders of life or terminable interest. Amounts
paid under the laws of any State, Territory, District
of Columbia, possession of the United States, or for-
eign country as income to the holder of a life or ter-
minable interest acquired by gift, bequest, or in-
heritance shall not be reduced or diminished by any
deduction for shrinkage (by whatever name called)
in the value of such interest due to the lapse of time,
nor by any deduction allowed by this chapter (except
the deductions provided for in subsections (1) and
(in) of section 23) for the purpose of computing the
net income of an estate or trust but not allowed under
the laws of such State, Territory, District of Colum-
bia, possession of the United States, or foreign coun-
try for the purpose of computing the income to which
such holder is entitled.

(e) Tax withheld on tax-free covenant bonds.
For nondeductibility of tax withheld on tax-free cov-

enant bonds, see section 143 (a) (3).
(53 Stat. 16.)

Derived from Act May 28, 1938, c. 289, § 24, 52 Stat.
464.

Similar provisions. Act June 22, 1936, c. 690. § 24, 49
Stat. 1662, as amended by Act Aug. 26, 1937, c. 815, Title
III, § 301. 50 Stat. 827; Acts May 10. 1934, c. 277, § 24,
48 Stat. 691; June 6, 1932, c. 209, § 24. 47 Stat. 183; May
29, 1928, c. 852, § 24, 45 Stat. 802; Feb. 26, 1926, c. 27,
§§ 215, 235, 44 Stat. 28, 43; June 2, 1924. c. 234, §3 215,
235, 43 Stat. 271, 285' Nov. 23 1921, c. 136, §§ 215. 235.
42 Stat. 242, 257; Feb. 24, 1919, c. 18, § 215, 235, 40
Stat. 1069, 1080.

§ 25. Credits of individual against net income-(a)
Credits for normal tax only. There shall be allowed
for the purpose of the normal tax, but not for the
surtax, the following credits against the net income:

(1) Interest on United States obligations. The
amount received as interest upon obligations of the
United States which is included in gross income under
section 22.

(2) Interest on obligations of instrumentalities of
the United States. The amount received as interest
on obligations of a corporation organized under Act
of Congress, if (A) such corporation is an instru-
mentality of the United States; and (B) such inter-
est is included in gross income under section 22; and
(C) under the Act authorizing the issue thereof, as
amended and supplemented, such interest is exempt
from normal tax.

(3) Earned income credit. 10 per centum of the
amount of the earned net income, but not in excess of
10 per centum of the amount of the net income.

(4) Earned income definitions. For the purposes
of this section-

(A) "Earned income " means wages, salaries, pro-
fessional fees, and other amounts received as com-
pensation for personal services actually rendered,
but does not include any amount not included in
gross income, nor that part of the compensation de-
rived by the taxpayer for personal services rendered
by him to a corporation which represents a distribu-
tion of earningg or profits rather than a reasonable
allowance as compensation for the personal services

actually rendered. In the case of a taxpayer en-
gaged in a trade or business in which both personal
services and capital are material income producing
factors, a reasonable allowance as compensation for
the personal services actually rendered by the tax-
payer, not in excess of 20 per centum of his share of
the net profits of such trade or business, shall be
considered as earned income.

(B) "Earned income deductions" means such de-
ductions as are allowed by section 23 for the purpose
of computing net income, and are properly allocable
to or chargeable against earned income.

(C) "Earned net income" means the excess of the
amount of the earned income over the sum of the
earned income deductions. If the taxpayer's net in-
come is not more than $3,000, his entire net income
shall be considered to be earned net income, and if
his net income is more than $3,000, his earned net
income shall not be considered to be less than $3,000.
In no case shall the earned net income be considered
to be more than $14,000.

() Credits for both normal tax and surtax. There
shall be allowed for the purposes of the normal tax
and the surtax the following credits against net In-
come:

(1) Personal exemption. In the case of a single
person or a married person not living with husband
or wife, a personal exemption of $1,000; or in the
case of the head of a family or a married person
living with husband or wife, a personal exemption of
$2,500. A husband and wife living together shall re-
ceive but one personal exemption. The amount of -
such personal exemption shall be $2,500. If such
husband and wife make separate returns, the personal
exemption may be taken by either or divided between
them.

(2) Credit for dependents. $400 for each person
(other than husband or wife) dependent upon and
receiving his chief support from the taxpayer if such
dependent person is under eighteen years of age or is
incapable of self-support because mentally or physi-
cally defective.

(3) Change of status. If the status of the tax-
payer, insofar as It affects the personal exemption'
or credit for dependents, changes during the taxable
year, the personal exemption and credit shall be ap-
portioned, under rules and regulations prescribed by
the Commissioner with the approval of the Secretary,
in accordance with the number of months before and
after such change. For the purpose of such appor-
tionment a fractional part of a month shall be dis-
regarded unless it amounts to more than half a month
in which case it shall be considered as a month. (53
Stat. 17.)

Derived from Act May 28, 1938, c. 289, § 25, 52 Stat. 466.
Similar provisions. Acts June 22, 1936, c. 690, § 25, 49

Stat. 1662; May 10, 1934, c. 277, § 25, 48 Stat. 692; June
6, 1932, c 209 § 25, 47 Stat. 184; May 29 1928, c. 852,
§3 25, 31, 45 Stat. 802, 804; Feb. 26, 1926, 'c. 27 § 209
216, 44 Stat. 20, 29; June 2 1924, c. 234, §§ 209: 16, 43
Stat. 263, 272; Mar. 4, 192, c. 280, § 2, 42 Stat. 1507;
Nov. 23, 1921, c. 136, § 216 42 Stat. 242, as amended by
Act Sept. 19, 1922, c. 346, § 27, 42 Stat. 856; Feb. 24, 1919,
c. 18, § 216, 40 Stat. 1069; Oct. 3, 1917 c. 6A, § 3, 40 Stat.
301; Sept. 8, 1916, c. 463, §§ 5, 7, 36 Stat. 759, 761 as
amended by Act Oct. 3, 1917, c. 63, §§ 1201, 1203, 40 Stat.
330, 331; Oct. 3, 1913, c. 16, § II, C, 38 Stat. 168.

§ 26. Credits of corporations. In the case of a
corporation the following credits shall be allowed to
the extent provided in the various sections imposing
tax-

(a) Interest on obligations of the United States
and its instrumentalities. The amount received as
interest upon obligations of the United States
or of corporations organized under Act of Congress
which is allowed to an individual as a credit for pur-
poses of normal tax by section 25 (a) (1) or (2).

(b) Dividends received. 85 per centum of the
amount received as dividends from a domestic cor-
poration which is subject to taxation under this chap-
ter, but not in excess of 85 per centum of the adjusted
net income. The credit allowed by this subsection
shall not be allowed in respect of dividends received
from a corporation organized under the China Trade
Act, 1922, 42 Stat. 849 (U. S. C., Title 15, c. 4), or
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from a corporation which under section 251 is taxable
only on Its gross income from sources within the
United States by reason of its receiving a large per-
centage of its gross income from sources within a
possession of the United States.

(c) Net operating loss of preceding year-(1)
Amount of credit. The amount of the net operating
loss (as defined in paragraph (2)) of the corporation
for the preceding taxable year (if beginning after
December 31, 1937), but not in excess of the adjusted
net income for the taxable year.

(2) Definition. As used in this section the term
"net operating loss" means the excess of the deduc-
tions allowed by this section over the gross income, with
the following exceptions and limitations-

(A) The deduction for depletion shall not exceed the
amount which would be allowable if comsputed without
reference to discovery value or to percentage depletion
under section 114 (b) (2), (3), or (4) ;

(B) There shall be included in computing gross in-
come the amount of interest received which is wholly
exempt from the taxes imposed by this chapter, de-
creased by the amount of interest paid or accrued
which is not allowed as a deduction by section 23 (b),
relating to interest on indebtedness incurred or con-
tinued to purchase or carry certain tax-exempt obliga-
tions.
In the case of a taxable year beginning after December
31, 1937, and before January 1, 1939, the term "net
operating loss" means net operating loss as defined in
section 26 (c) of the Revenue Act of 1938, 52 Stat. 467.
(As amended June 29, 1939, 10 p. m. E. S. T., c. 247,
Title II, § 211 (j), 53 Stat. 869.)

(d) Bank affiliates. In the case of a holding com-
pany affiliate (as defined in section 2 of the Banking
Act of 1933), the amount of the earnings or profits
which the Board of Governors of the Federal Reserve
System certifies to the Commissioner has been devoted
by such affiliate during the taxable year to the acqui-
sition of readily marketable assets other than bank
stock In compliance with section 5144 of the Revised
Statutes. The aggregate of the credits allowable under
this subsection for all taxable years beginning after
December 31, 1935, shall not exceed the amount required
to be devoted under such section 5144 to such purposes,
and the amount of the credit for any taxable year shall
not exceed the adjusted net income for such year.

(e) Dividends paid credit.
For corporation dividends paid credit, see section 27.
(f) Consent dividends credit.
For corporation consent dividends credit, see section 28.

(53 Stat. 18, as amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 211 (j), 53 Stat. 869.)

Derived from Act May 28. 1938. c. 289, § 26, 52 Stat. 467.
Subsee. (c), par. (2) was amended by Act June 29, 1939.

cited to text.
Similar provisions. Acts June 22, 1936, c. 690, § 26, 49

Stat. 1664; May 10, 1934, c. 277, § 26, 48 Stat. 693; June 6,
1932, c. 209, 26, 47 Stat. 185; May 29, 1928, c. 852, § 26,
45 Stat. 803; eb. 26, 1926, c. 27, § 236, 44 Stat. 43; June 2,
1924, c. 234, § 236, 43 Stat. 285;'Nov. 23 1921, c. 136, § 236,
42 Stat. 257; Feb. 24, 1919, c. 1, § 236, 40 Stat. 1080.

§ 27. Corporation dividends paid credit-(a) Defini-
tion in general. As used in this chapter with respect
to any taxable year the term " dividends paid credit"
means the sum of:

(1) The basic surtax credit for such year, computed
as provided in subsection (b) ;

(2) The dividend carry-over to such year, computed
as provided in subsection (c) ;

(3) The amount, if any, by which any deficit in
the accumulated earnings and profits, as of the close
of the preceding taxable year (whether beginning on,
before, or after January 1, 1939), exceeds the amount
of the credit provided in section 26 (c) (relating to
net operating losses), for such preceding taxable year
(if beginning after December 31, 1937) ; and

(4) Amounts used or irrevocably set aside to pay
or to retire indebtedness of any kind, if such amounts
are reasonable with respect to the size and terms of
such indebtedness. As used in this paragraph the
term "indebtedness" means only an indebtedness of
the corporation existing at the close of business on
December 31, 1937, and evidenced by a bond, note,

debenture, certificate of Indebtedness, mortgage, or
deed of trust, issued by the corporation and in exist-
ence at the close of business on December 31, 1937, or
by a bill of exchange accepted by the corporation prior
to, and in existence at, the close of business on such
date. Where the indebtedness is for a principal sum,
with Interest, no credit shall be allowed under this
paragraph for amounts used or set aside to pay such
interest. A renewal (however evidenced) of an in-
debtedness shall be considered an indebtedness. (As
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title II,
§ 222 (a), 53 Stat. 879.)

(b) Basic surtax credit. As used in this chapter
the term "basic surtax credit" means the sum of:

(1) The dividends paid during the taxable year,
increased by the consent dividends credit provided in
section 28, and reduced by the amount of the credit
provided in section 26 (a), relating to interest on
certain obligations of the United States and Govern-
ment corporations;

(2) The net operating loss credit provided in sec-
tion 26 (c) (1) ;

(3) The bank affiliate credit provided in section
26 (d).
The aggregate of the amounts under paragraphs (2)
and (3) shall not exceed the adjusted net income for
the taxable year.

(c) Dividend carry-over. There shall be computed
with respect to each taxable year of a corporation
a dividend carry-over to such year from the two pre-
ceding taxable years, which shall consist of the sum
of-

(1) The amount of the basic surtax credit for the
second preceding taxable year, reduced by the adjusted
net income for such year, and further reduced by the
amount, if any, by which the adjusted net income for
the first preceding taxable year exceeds the sum of-

(A) The basic surtax credit for such year; and
(B) The excess, if any, of the basic surtax credit

for the third preceding taxable year over the adjusted
net income for such year; and

(2) The amount, if any, by which the basic surtax
credit for the first preceding taxable year exceeds the
adjusted net income for such year.
In the case of a preceding taxable year, referred to
in this subsection, which begins in 1937, the adjusted
net income shall be the adjusted net income as de-
fined in section 14 of the Revenue Act of 1936, and
the basic surtax credit shall be only the dividends
paid credit computed under the Revenue Act of 1936
without the benefit of the dividend carry-over pro-
vided in section 27 (b) of such Act. In the case of a
preceding taxable year, referred to in this subsection,
which begins in 1938, the adjusted net income shall
be the adjusted net income as defined in section 13 (a)
of the Revenue Act of 1938, 52 Stat. 455, and the basic
surtax credit shall be the basic surtax credit as de-
fined in section 27 of the Revenue Act of 1938, 52
Stat. 468.
(d) Dividends in kind. If a dividend is paid in

property other than money (including stock of the
corporation if held by the corporation as an invest-
ment) the amount with respect thereto which shall
be used in computing the basic surtax credit shall be
the adjusted basis of the property in the hands of the
corporation at the time of the payment, or the fair
market value of the property at the time of the pay-
ment. whichever is the lower.

(e) Dividends in obligations of the corporation. If
a dividend is paid in obligations of the corporation,
the amount with respect thereto which shall be used
in computing the basic surtax credit shall be the face
value of the obligations, or their fair market value
at the time of the payment, whichever is the lower.
If the fair market value of any such dividend paid
in any taxable year of the corporation beginning
after December 31, 1935, is lower than the face value,
then when the obligation is redeemed by the corpora-
tion the excess of the amount for which redeemed
over the fair market value at the time of the dividend
payment (to the extent not allowable as a deduction
in computing net income for any taxable year) shall
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be treated as a dividend paid in the taxable year in
which the redemption occurs.

(f) Taxable stock dividends. In case of a stock
dividend or stock right which is a taxable dividend
in the hands of shareholders under section 115 (f),
the amount with respect thereto which shall be used
in computing the basic surtax credit shall be the
fair market value of the stock or the stock right at
the time of the payment.

(g) Distributions in liquidation. In the case of
amounts distributed in liquidation the part of such
distribution which is properly chargeable to the earn-
ings or profits accumulated after February 28, 1913,
shall, for the purposes of computing the basic sur-
tax credit under this section, be treated as a taxable
dividend paid.

(h) Preferential dividends. The amount of any
distribution (although each portion thereof is re-
ceived by a shareholder as a taxable dividend), not
made in connection with a consent distribution (as
defined in section 28 (a) (4)), shall not be considered
as dividends paid for the purpose of computing the
basic surtax credit, unless such distribution is pro rata,
with no preference to any share of stock as compared
with other shares of the same class, and with no
preference to one class of stock as compared with an-
other class except to the extent that the former Is
entitled (without reference to waivers of their rights
by shareholders) to such preference.

For a distribution made In connection with a consent
distribution, see section 28.

(i) Nontaxable distributions. If any part of a dis-
tribution (including stock dividends and stock rights)
is not a taxable dividend in the hands of such of the
shareholders as are subject to taxation under this chap-
ter for the period in which the distribution is made,
such part shall not be included in computing the basic
surtax credit. (53 Stat. 19, as amended June 29, 1939,
10 p. m. E. S. T., c. 247, Title II, § 222, 53 Stat. 879.)

Act June 29, 1939, 10 p. m'. E. S. T., c. 247, Title II. § 222
(c) and (d), 53 Stat. 879, provided as follows: "(c) Section
27 (a) (4) of the Revenue Act of 1938 (relating to corpora-
tion credit for amounts used or set aside to pay indebtedness)
is amended by Inserting at the end thereof the following new
sentence: 'A renewal (however evidenced) of an indebtedness
shall be considered an indebtedness.'

"(d) The amendment made by subsection (c) shall be appli-
cable to taxable years beginning after December 31, 1937."

Subsec. (a). par. (4), last sentence was added by Act June
29, 1939, cited to text, and made applicable to taxable years
beginning after December 31, 1938 by § 222 (b) of said act.

Derived from Act May 28, 1938, c 289 § 27. 52 Stat. 468.
Similar provisions. Act June 22, 1934, c. 690, § 27, 49

Stat. 1667.

§ 28. Consent dividends credit - (a) Definitions.
As used in this section-

(1) Consent stock. The term "consent stock"
means the class or classes of stock entitled, after the
payment of preferred dividends (as defined in para-
graph (2)), to a share in the distribution (other than
in complete or partial liquidation) within the taxable
year of all the remaining earnings or profits, which
share constitutes the same proportion of such distribu-
tion regardless of the amount of such distribution.

(2) Preferred dividends. The term "preferred
dividends " means a distribution (other than in com-
plete or partial liquidation), limited in amount, which
must be made on any class of stock before a further
distribution (other than in complete or partial liquida-
tion) of earnings or profits may be made within the
taxable year.

(3) Consent dividends day. The term "consent
dividends day" means the last day of the taxable year
of the corporation, unless during the last month of
such year there have occurred one or more days on
which was payable a partial distribution (as defined in
paragraph (5)), in which case it means the last of
such days.

(4) Consent distribution. The term "consent dis-
tribution" means the distribution which would have
been made if on the consent dividends day (as defined
In paragraph (3)) there had actually been distributed
in cash and received by each shareholder making a

consent filed by the corporation under subsection (d),
the specific amount stated in such consent.

(5) Partial distribution. The term "partial dis-
tribution" means such part of an actual distribution,
payable during the last month of the taxable year of
the corporation, as constitutes a distribution on the
whole or any part of the consent stock (as defined in
paragraph (1)), which part of the distribution, if con-
sidered by itself and not in connection with a consent
distribution (as defined in paragraph (4)), would be a
preferential distribution, as defined in paragraph (6).

(6) Preferential distribution. The term "preferen-
tial distribution" means a distribution which is not
pro rata, or which is with preference to any share of
stock as compared with other shares of the same
class, or to any class of consent stock as compared
with any other class of consent stock.

(b) Corporations not entitled to credit. A corpora-
tion shall not be entitled to a consent dividends credit
with respect to any taxable year-

(1) Unless, at the close of such year, all preferred
dividends (for the taxable year and, if cumulative,
for prior taxable years) have been paid; or

(2) If, at any time during such year, the corpora-
tion has taken any steps in, or in pursuance of a
plan of, complete or partial liquidation of all or any
part of the consent stock.

(c) Allowance of credit. There shall be allowed to
the corporation, as a part of its basic surtax credit
for the taxable year, a consent dividends credit equal
to such portion of the total sum agreed to be in-
cluded in the gross income of shareholders by their
consents filed under subsection (d) as it would have
been entitled to include in computing its basic surtax
credit if actual distribution of an amount equal to
such total sum had been made in cash and each
shareholder making such a consent had received, on
the consent dividends day, the amount specified in
the consent.

(d) Shareholders' consents. The corporation shall
not be entitled to a consent dividends credit with
respect to any taxable year-

(1) Unless it files with its return for such year (in
accordance with regulations prescribed by the Com-
missioner with the approval of the Secretary) signed
consents made under oath by persons who were
shareholders, on the last day of the taxable year of
the corporation, of any class of consent stock; and

(2) Unless in each such consent the shareholder
agrees that he will include as a taxable dividend, in
his return for the taxable year in which or with
which the taxable year of the corporation ends, a
specific amount; and

(3) Unless the consents filed are made by such
of the shareholders and the amount specified in each
consent is such, that the consent distribution would
not have been a preferential distribution-

(A) If there was no partial distribution during the
last month of the taxable year of the corporation.
or

(B) If there was such a partial distribution, then
when considered in connection with such partial dis-
tribution;
and

(4) Unless in each consent made by a shareholder
who is taxable with respect to a dividend only if re-
ceived from sources within the United States, such
shareholder agrees that the specific amount stated in
the consent shall be considered as a dividend received
by him from sources within the United States; and

(5) Unless each consent filed is accompanied by
cash, or such other medium of payment as the Coin 7
missioner may by regulations authorize, in an amount
equal to the amount that would be required by section
143 (b) or 144 to be deducted and withheld by the
corporation if the amount specified in the consent
had been, on the last day of the taxable year of the
corporation, paid to the shareholder in cash as a
dividend. The amount accompanying the consent
shall be credited against the tax imposed by section
211 (a) or 231 (a) upon the shareholder.
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(e) Consent distribution as part of entire distribu-
tion. If during the last month of the taxable year with
respect to which shareholders' consents are filed by
the corporation under subsection (d) there is made
a partial distribution, then, for the purposes of this
chapter, such partial distribution and the consent dis-
tribution shall be considered as having been made
in connection with each other and each shall be con-
sidered together with the other as one entire distribu-
tion.

(f) Taxability of amounts specified in consents.
The total amount specified in a consent filed under
subsection (d) shall be included as a taxable divi-
dend in the gross income of the shareholder making
such consent, and, if the shareholder is taxable with
respect to a dividend only if received from sources
within the United States, shall be included in the
computation of his tax as a dividend received from
sources within the United States; regardless of-

(1) Whether he actually so includes it in his re-
turn; and

(2) Whether the distribution by the corporation
of an amount equal to the total sum included in all
the consents filed, had actual distribution been made,
would have been in whole or in part a taxable divi-
dend; and

(3) Whether the corporation is entitled to any con-
sent dividends credit by reason of the filing of such
consents, or to a credit less than the total sum in-
cluded in all the consents filed.

(g) Corporate shareholders. If the shareholder
who makes the consent is a corporation, the amount
specified in the consent shall be considered as part
of its earnings or profits for the taxable year, and
shall be included in the computation of its accumu-
lated earnings and profits.

(h) Basis of stock in hands of shareholders. The
amount specified in a consent made under subsection
(d) shall, for the purpose of adjusting the basis of
the consent stock with respect to which the con-
sent was given, be treated as having been reinvested
by the shareholder as a contribution to the capital
of the corporation; but only in an amount which
bears the same ratio to the consent dividends credit
of the corporation as the amount of such shareholder's
consent stock bears to the total amount of consent
stock with respect to which consents are made.

(i) Effect on capital account of corporation. The
amount of the consent dividends credit allowed under
subsection (c) shall be considered as paid in surplus
or as a contribution to the capital of the corporation,
and the accumulated earnings and profits as of the
close of the taxable year shall be correspondingly re-
duced.

(j) Amounts not included in shareholder's return.
The failure of a shareholder of consent stock to in-
clude in his gross income for the proper taxable year
the amount specified in the consent made by him
apd filed by the corporation, shall have the same effect.
with respect to the deficiency resulting therefrom, as
is provided in section 272 (f) with respect to a de-
ficiency resulting from a mathematical error appear-
ing on the face of the return. (53 Stat. 21.)

Derived from Act May 28, 1938, c. 289, § 28, 52 Stat.
470.

PART III.-CREDITS AGAINST TAx

§ 31. Taxes of foreign countries and possessions of
United States. The amount of Income, war-profits,
and excess-profits taxes imposed by foreign countries
or possessions of the United States shall be allowed
as a credit against the tax, to the extent provided in
section 131. (53 Stat. 24.)

Derived from Act May 28, 1938, c. 289. § 31, 52 Stat. 472.
Similar provisions. Acts June 22, 1936, c. 690, § 31, 49

Stat. 1666; May 10, 1934. c. 277, § 31, 48 Stat. 693; June 6,
1932, c. 209, § 31, 47 Stat. 185; May 29, 1928, c. 852, § 32,
45 Stat. 804; Feb. 26, 1926, c. 27, §§ 222. 238. 44 Stat. 36, 44;
June 2, 1924, c. 234. §§ 222. 238. 43 Stat. 279, 286; Nov. 23,
1921, c. 136, §§ 222, 238. 42 Stat. 249, 258; Feb. 24, 1919.
c. 18, § 222, 238, 40 Stat. 1073, 1080.

§ 32. Taxes withheld at source. The amount of tax
withheld at the source under section 143 or 144 shall
be allowed as a credit against the tax. (53 Stat. 24.)

Derived from Act May 28. 1938, c. 289. § 32, 52 Stat. 472.
Similar provisions. Acts June 22, 1936, c. 690, § 32, 49

Stat. 1666; May 10, 1934, c. 277, § 32, 48 Stat. 693; June 6,
1932, c. 209, § 32, 47 Stat. 185; May 29. 1928, c. 852, § 33,
45 Stat. 804.

§ 33. Credit for overpayments.
For credit against the tax of overpayments Of taxes im-

posed by this chapter for other taxable years, see section 322.
(53 Stat. 24.)

Derived from Act May 28, 1938. c. 289 § 33 52 Stat. 473.
Similar provisions. Acts June 22, 1936, c. 690, § 33, 49

Stat. 1666 ; May 10, 1934, c. 277, § 33, 48 Stat. 693.

PART IV.-AcCOUNTING PMRIODS AND MMHODS OF
ACCOUNTING

§ 41. General rule. The net income shall be com-
puted upon the basis of the taxpayer's annual ac-
counting period (fiscal year or calendar year, as the
case may be) in accordance with the method of ac-
counting regularly employed in keeping the books of
such taxpayer; but if no such method of accounting
has been so employed, or if the method employed does
not clearly reflect the income, the computation shall
be made in accordance with such method as in the
opinion of the Commissioner does clearly reflect the
income. If the taxpayer's annual accounting period
is other than a fiscal year as defined in section '48 or
if the taxpayer has no annual accounting period or
does not keep books, the net income shall be computed
on the basis of the calendar year.

For use of inventories, see section 22 (c).
(53 Stat. 24.)

Derived from Act May 28, 1938, c. 289, § 41, 52 Stat. 473.
Similar provisions. Acts June 22, 1936, c. 690, § 41, 49

Stat. 1666' May 10 1934, c. 277, § 41, 48 Stat. 694; June 6,
1932, c. 206, § 41, 47 Stat. 185; May 29, 1928, c. 852, § 41. 45
Stat. 805; Feb 26, 1926, c. 27, § 212, 232, 44 Stat. 23, 41;
June 2, 1924, c. 234, §§ 212, 231, 43 Stat. 267, 283; Nov. 23,
1921, c. 136, § § 212. 232, 42 Stat. 237, 254; Feb. 24, 1919, c.
18, §§ 212, 232, 40 Stat. 1064, 1077.

§ 42. Period in which items of gross income in-
cluded. The amount of all items of gross income shall
be included in the gross income for the taxable year in
which received by the taxpayer, unless, under methods
of accounting permitted under section 41, any such
amounts are to be properly accounted for as of a differ-
ent period. In the case of the death of a taxpayer there
shall be included In computing net income for the tax-
able period in which falls the date of his death, amounts
accrued up to the date of his death if not otherwise
properly includible in respect of such period or a prior
period. (53 Stat. 24.)

Derived from Act May 28, 1938, c. 289, § 42, 52 Stat. 473.
Similar provisions. Acts June 22, 1936, c. 690, § 42, 49

Stat. 1666: May 10. 1934, c. 277, § 42, 48 Stat. 694; June 6.
1932, c. 209, § 42, 47 Stat. 185; May 29 1928 c. 852, §42. 45
Stat. 805 ; Feb. 26, 1926, c. 27, § 213, 44 Stat. 23 ; June 2 1924,
c. 234, § 213, 43 Stat. 267, as amended by Act Feb. 26, 1925,
c. 345, § 12, 43 Stat. 997; Nov. 23. 1921, c. 136, § 213, 42 Stat.
237; Feb. 24, 1919, c. 18, § 213, 40 Stat. 1065.

§ 43. Period for which deductions and credits taken.
The deductions and credits (other than the corporation
dividends paid credit provided in section 27) provided
for in this chapter shall be taken for the taxable year
in which "paid or accrued " or "paid or incurred ",
dependent upon the method of accounting upon the
basis of which the net income is computed, unless in
order to clearly reflect the income the deductions or
credits should be taken as of a different period. In the
case of the death of a taxpayer there shall be allowed
as deductions and credits for the taxable period in
which falls the date of his death, amounts accrued up
to the date of his death (except deductions under sec-
tion 23 (0)) if not otherwise properly allowable in.
respect of such period or a prior period. (53 Stat. 24.)

Derived from Act May 28, 1938, c. 289, § 43, 52 Stat. 473.
Similar provisions. Acts June 22, 1936, c. 690, § 43, 49

Stat. 1666; May 10 1934, c. 277, § 43 48 Stat. 694; June 6,
1932, c. 206, § 43. 47 Stat. 185; May 26, 1928, c. 852, § 43. 45
Stat. 805; Feb 26. 1926 c. 27, § 200, 44 Stat. 10; June 2, 1924,
c. 234, § 200, 43 Stat. 254.
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§ 44. Installment basis-(a) Dealers in personal
property. Under regulations prescribed by the Com-
missioner with the approval of the Secretary, a person
who regularly sells or otherwise disposes of personal
property on the installment plan may return as income
therefrom in any taxable year that proportion of the
installment payments actually received in that year
which the gross profit realized or to be realized when
payment is completed, bears to the total contract price.

(b) Sales of realty and casual sales of personality.1

In the case (1) of a casual sale or other casual dis-
position of personal property (other than property of
a kind which would properly be included in the
inventory of the taxpayer if on hand at the close of
the taxable year), for a price exceeding $1,000, or
(2) of a sale or other disposition of real property, if
in either case the initial payments do not exceed 30
per centum of the selling price (or, in case the sale
or other disposition was in a taxable year beginning
prior to January 1, 1934, the percentage of the selling
price prescribed In the law applicable to such year),
the income may, under regulations prescribed by the
Commissioner with the approval of the Secretary, be
returned on the basis and in the manner above pre-
scribed In this section. As used in this section the
term "initial payments" means the payments re-
ceived In cash or property other than evidences of
Indebtedness of the purchaser during the taxable
period in which the sale or other disposition is made.

(c)' Change from accrual to installment basis. If a
taxpayer entitled to the benefits of subsection (a)
elects for any taxable year to report his net income
on the installment basis, then in computing his in-
come for the year of change or any subsequent year,
amounts actually received during any such year on
account of sales or other dispositions of property
made in any prior year shall not be excluded.

(d) Gain or loss upon disposition of installment
obligations. If an installment obligation is satisfied
at other than its face value or distributed, transmit-
ted, sold, or otherwise disposed of, gain or loss shall
result to the extent of the difference between the
basis of the obligation and (1) in the case of satis-
faction at other than face value or a sale or ex-
change-the amount realized, or (2) in case of a dis-
tribution, transmission, or disposition otherwise than
by sale or exchange-the fair market value of the
obligation at the time of such distribution, transmis-
sion, or disposition. Any gain or loss so resulting
shall be considered as resulting from the sale or ex-
change of the property in respect of which the in-
stallment obligation was received. The basis of the
obligation shall be the excess of the face value of the
obligation over an amount equal to the income which
would be returnable were the obligation satisfied in
full. This subsection shall not apply to the transmis-
sion at death of installment obligations if there is
filed with the Commissioner, at such time as he may
by regulation prescribe, a bond In such amount and
with such sureties as he may deem necessary, con-
ditioned upon the return as income, by the person
receiving any payment on such obligations, of the
same proportion of such payment as would be re-
turnable as income by the decedent if he bad lived
and had received such payment. If an installment
obligation is distributed by one corporation to another
corporation in the course of a liquidation, and under
section 112 (b) (6) no gain or loss with respect to the
receipt of such obligation is recognized in the case of
the recipient corporation, then no gain or loss with
respect to the distribution of such obligation shall be
recognized in the case of the distributing corporation.
(53 Stat. 24.)

1 So In original. Probably should read "personalty."
Derived from Act May 28, 1938, c. 289, § 44, 52 Stat. 473.
Similar provisions. Acts June 22, 1936, c. 690, § 44, 49

Stat. 1667; May 10, 1934, c. 277, § 44, 48 Stat. 694; June
6, 1932, c. 209, 44, 47 Stat. 185; May 29, 1928, c. 852,

44, 45 Stat. 8 ; Feb. 26, 1926, c. 27, § 212, 44 Stat. 23.

§ 45. Allocation of income and deductions. In any
case of two or more organizations, trades, or busi-
nesses (whether or not incorporated, whether or not

organized in the United States, and whether or not
affiliated) owned or controlled directly or indirectly
by the same interests, the Commissioner is authorized
to distribute, apportion, or allocate gross income or
deductions between or among such organizations,
trades, or businesses, if he determines that such dis-
tribution, apportionment, or allocation is necessary in
order to prevent evasion of taxes or clearly to reflect
the income of any of such organizations, trades, or
businesses. (53 Stat. 25.)

Derived from Act May 28. 1938 c. 289. § 45, 52 Stat. 474.
Similar provisions. Acts June 22, 1936, c. 690. § 45, 49

Stat. 1667 ; May 10, 1934, c. 277, § 45, 48 Stat. 695; June 6,
1932, c. 209, § 45, 47 Stat. 186; May 29, 1928, c. 852, § 45,
45 Stat. 806; Feb. 26, 1926, c. 27, § 240, 44 Stat. 46; June 2,
1924, c. 234, § 240, 43 Stat. 288.

§ 46. Change of accounting period. If a taxpayer
changes his accounting period from fiscal year to
calendar year, from calendar year to fiscal year, or
from one fiscal year to another, the net income shall,
with the approval of the Commissioner, be computed
on the basis of such new accounting period, subject
to the provisions of section 47. (53 Stat. 26.)

Derived from Act May 28, 1938, c. 289, 1 46, 52 Stat. 474.
Similar provisions. Acts June 22, 1936, c. 690, § 46. 49

Stat. 1668; May 10, 1934, c. 277, § 46, 48 Stat. 695; June 6,
1932, c. 209, § 46, 47 Stat. 186; May 29, 1928, c. 852, § 46.
45 Stat. 806; Feb. 26, 1926, c. 27, § 212, 44 Stat. 23 ; June 2,
1924, c. 234, § 212, 43 Stat. 267; Nov. 23, 1921, c. 136, § 212,
42 Stat. 237; Feb. 24, 1919, c. 18, § 212, 40 Stat. 1064.

§ 47. Returns for a period of less than twelve
months-(a) Returns for short period resulting from
change of accounting period. If a taxpayer, with the
approval of the Commissioner, changes the basis of
computing net income from fiscal year to calendar
year a separate return shall be made for the period
between the close of the last fiscal year for which
return was made and the following December 31. If
the change is front calendar year to fiscal year, a
separate return shall be made for the period between
the close of the last calendar year for which return
was made and the date designated as the close of the
fiscal year. If the chaige is from one fiscal year to
another fiscal year a separate return shall be made
for the period between the close of the former fiscal
year and the date designated as the close of the new
fiscal year.

(b) Income computed on basis of short period.
Where a separate return is made under subsection (a)
on account of a change in the accounting period, and
in all other cases where a separate return is required
or permitted, by regulations prescribed by the Com-
missioner with the approval of the Secretary, to be
made for a fractional part of a year, then the income
shall be computed on the basis of the period for which
separate return is made.

(c) Income placed on annual basis. If a separate
return is made (except returns of the income of a
corporation) under subsection (a) on account of a
change In the accounting period, the net, income,
computed on the basis of the period for which sep-
arate return is made, shall be placed on an annual
basis by multiplying the amount thereof by twelve
and dividing by the number of months included in
the period for which the separate return is made.
The tax shall be such part of the tax computed on
such annual basis as the number of months in such
period is of twelve months.

(d) Earned income. The Commissioner with the
approval of the Secretary shall by regulations pre-
scribe the method of applying the provisions of sub-
sections (b) and (c) (relating to computing income
on the basis of a short period, and placing such In-
come on an annual basis) to cases where the tax-
payer makes a separate return under subsection (a)
on account of a change in the accounting period, and
it appears that for the period for which the return Is
so made he has received earned income.

(e) Reduction of credits against net income. In
the case of a return made for a fractional part of a
year, except a return made under subsection (a), on
account of a change in the accounting period, the
personal exemption and credit for dependents shall

§ 44
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be reduced respectively to amounts which bear the
same ratio to the full credits provided as the num-
ber of months in the period for which return is made
bears to twelve months.

(f) Closing of taxable year in case of jeopardy
For closing of taxable year in case of jeopardy, see section

146.
(53 Stat. 26.)

Derived from Act May 28, 1938, c. 289, § 47, 52 Stat. 475.
Similar provisions. Acts June 22, 1936, c. 690, § 47, 49

Stat. 1668; May 10, 1934, c. 277, § 47, 48 Stat. 695; June
6, 1932, c. 209, § 47, 47 Stat. 187; May 29, 1928, c. 852,§ 47, 45 Stat. 806; Feb. 26, 1926, c. 27. §§ 226, 239, 44 Stat.
S8, 45; June 2, 1924. c. 234 § § 226, 239, 43 Stat. 281, 287;
Nov. 23 1921 c 136 §§ 2 6 239, 42 Stat. 251, 259; Feb.
24, 1919, c. 15, §§ 226, 239 40 Stat. 1075, 1081; Sept. 8,
1916, c. 463, § 13 39 Stat. 770, as amended by Act Oct. 3,
1917. c. 63, I 120§, 40 Stat. 335; Oct. 3, 1913, c. 16, § II,
G, 38 Stat. 175.

§ 48. Definitions. When used In this chapter-
(a) Taxable year. "Taxable year " means the cal-

endar year, or the fiscal year ending during such
calendar year, upon the basis of which the net in-
come is computed under this Part. "Taxable year"
includes, in the case of a return made for a fractional
part of a year under the provisions of this chapter or
under regulations prescribed by the Commissioner
with the approval of the Secretary, the period for
which such return is made.

(b) Fiscal year. "Fiscal year" means an account-
ing period of twelve months ending on the last day of
any month other than December.

(c) "Paid or incurred ", "paid or accrued ". The
terms "paid or incurred" and "paid or accrued "
shall be construed according to the method of ac-
counting upon the basis of which the net income is
computed under this Part.

(d) Trade or business. The term " trade or busi-
ness" includes the performance of the functions of a
public office. (53 Stat. 26.)

Derived from Act May 28, 1938, c. 289, § 48, 52 Stat. 475.
Similar provisions. Acts June 22, 1936, c. 690, § 48, 49Stat. 1669, as ainended by Act Aug. 26, 1937. c. 815, TitleVI, § 602, 50 Stat. 831; May 10, 1934, c. 277, § 48, 48

Stat. 696; June 6, 1932, c. 209, § 46, 47 Stat. 187; May
29, 1928, c. 852, § 48, 45 Stat. 807; Feb. 26, 1926, c. 27,
§ 200, 44 Stat. 10; June 2, 1924, c. 234, § 200, 43 Stat.
254 Nov. 23, 1921, c. 136, § 200, 42 Stat. 227; Feb. 24,
1919, c. 18, §'200, 40 Stat. 1058.

PART V.-RETruaNS AND PAYMENT OF TAX
§ 51. Individual returns--(a) Requirement. The

following individuals shall each make under oath a
return stating specifically the items of his gross in-
come and the deductions and credits allowed under
this chapter and such other information for the pur-
pose of carrying out the provisions of this chapter
as the Commissioner with the approval of the Secre-
tary may by regulations prescribe-

(1) Every individual who is single or who is mar-
ried but not living with husband or wife, if-

(A) Having a net income for the taxable year of
$1,000 or over; or

(B) Having a gross income for the taxable year of
$5,000 or over, regardless of the amount of the net
income.

(2) Every individual who is married and living
with husband or wife, if no joint return is made
under subsection (b) and if-

(A) Such individual has for the taxable year a
net income of $2,500 or over or a gross income of
$5,000 or over (regardless of the amount of the net
income), and the other spouse has no gross income; or

(B) Such individual and his spouse each has for the
taxable year a gross income (regardless of the amount
of the net income) and the aggregate net income of
the two is $2,500 or over; or

(C) Such individual and his spouse each has for
the taxable year a gross income (regardless of the
amount of the net income) and the aggregate gross
income is $5,000 or over.

(b) Husband and wife. In the case of a husband
and wife living together the income of each (even
though one has no gross income) may be Included in
a single return made by them jointly, in which case

178155-39-----37

the tax shall be computed on the aggregate income,
and the liability with respect to the tax shall be
joint and several. No joint return may be made if
either the husband or wife is a nonresident alien.

(c) Persons under disability. If the taxpayer is
unable to make his own return, the return shall be
made by a duly authorized agent or by the guardian
or other person charged with the care of the person
or property of such taxpayer.

(d) Signature presumed correct. The fact that an
individual's name is signed to a filed return shall be
prima facie evidence for all purposes that the return
was actually signed by him.

(e) Fiduciaries.
For returns to be made by fiduciaries, see section 142.

(53 Stat. 27.)
Derived from Act May 28, 1938, c. 289, § 51, 52 Stat.

476.
Similar provisions. Acts June 22, 1936, c. 690, § 51, 49

Stat. 1670; May 10, 1934, c. 277, § 51, 48, Stat. 697; June
6, 1932, c. 209, § 51, 47 Stat. 188; May 29, 1928 c 852
§ 51, 45 Stat. 507: Feb. 26, 1926, c. 27, § 223 44 Stat. 37
June 2, 1924, c. 234, § 223, 43 Stat. 280; Nov. 23, 1921,
c. 136, § 223 42 Stat. 250; Feb. 24, 1919, c. 18, § 223, 40
Stat. 1074; 6 ct. 3, 1917, c. 63, § 3, 40 Stat. 301, Sept. 8,
1916, c. 463, §§ 8, 19, 39 Stat. 776, section 8 of said act
amended by Act Oct. 3, 1917, c. 63, § 1204, 40 Stat. 331;
Oct. 3, 1913, c. 16, § II, D, 38 Stat. 168.

§ 52. Corporation returns-(a) R eq u i r e m e n t.
Every corporation subject to taxation under this chap-
ter shall make a return, stating specifically the items
of its gross income and the deductions and credits
allowed by this chapter and such other information
for the purpose of carrying out the provisions of this
chapter as the Commissioner with the approval of the
Secretary may by regulations prescribe. The return
shall be sworn to by the president, vice president, or
other principal officer and by the treasurer, assistant
treasurer, or chief accounting officer. In cases where
receivers, trustees in bankruptcy, or assignees are oper-
ating the property or business of corporations, such
receivers, trustees, or assignees shall make returns for
such corporations in the same manner and form as
corporations are required to make returns. Any tax
due on the basis of such returns made by receivers, trus-
tees, or assignees shall be collected in the same man-
ner as If collected from the corporations of whose busi-
ness or property they have custody and control

(b) Cross reference.
For provisions as to consolidated returns in the case of rail-

road corporations, see section 141.
(53 Stat. 27.)

Derived from Act May 28, 1938. c. 289, 5 52, 52 Stat. 476.
Similar provisions. Acts June 22, 1936, c. 690. § 52. 49

Stat. 1670; May 10, 1934, c. 277, § 52, 48 Stat. 697; June 6,1932, c. 209, § 52, 47 Stat. 188; May 29, 1928, c. 852. § 52,45 Stat. 808; Feb. 26, 1926, c. 27, § 239, 44 Stat. 45: June 2,1924, c. 234, § 239, 43 Stat. 287; Nov. 23, 1921, c. 136, § 239,42 Stat. 259; Feb 24 1919, c. 18, § 239, 40 Stat. 1081 ; Sept.
8, 1916, c. 463, § 13, 39 Stat. 770, as amended by Act Oct. 3,1917, c. 63, § 1208, 40 Stat. 335; Oct. 3, 1913, c. 16, § II, G,
38 Stat. 175.

§ 53. Time and place for filing returns--(a) Time
for filing-(1) General rule. Returns made on the
basis of the calendar year shall be made on or before
the 15th day of March following the close of the calen-
dar year. Returns made on the basis of a fiscal year
shall be made on or before the 15th day of the third
month following the close of the fiscal year.

(2) Extension of time. The Commissioner may
grant a reasonable extension of time for filing returns,
under such rules and regulations as he shall prescribe
with the approval of the Secretary. Except in the case
of taxpayers who are abroad, no such extension shall be
for more than six months.

(b) To whom return made-(1) Individuals. Re-
turns (other than corporation returns) shall be made
to the collector for the district in which Is located the
legal residence or principal place of business of the
person making the return, or, if he has no legal resi-
dence or principal place of business in the United
States, then to the collector at Baltimore, Maryland.

(2) Corporations. Returns of corporations shall be
made to the collector of the district in which Is located
the principal place of busifiess or principal office or
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agency of the corporation, or, if it has no principal
place of business or principal office or agency in the
United States, then to the collector at Baltimore,
Maryland. (53 Stat. 28.)

Derived from Act May 28, 1938, c. 289, § 53, 52 Stat. 477.
Similar provisions. Acts June 22 1936 c. 690, § 53, 49

Stat. 1670; May 10, 1934, c. 277, § 53, 48 Stat. 697; June 6,
1932 c. 209, § 53, 47 Stat. 188; May 29, 1928, c. 852, § 53,
45 Stat. 808; Feb. 26, 1926, c. 27, §§ 227, 241. 44 Stat. 39, 46.
June 2, 1924, c. 234, § 227, 241, 43 Stat. 281, 288; Nov. 23,
1921, c. 136, §§ 227, 241, 42 Stat. 251, 260; Feb. 24, 1919,
c. 18, §§ 227, 241, 40 Stat. 1075, 1082; Sept. 8, 1916, c. 463,
§§ 8, 13, 39 Stat. 761, 770, as amended by Act Oct. 3, 1917
r. 63, § 1204, 40 Stat. 331; Oct. 3, 1913, c. 16, §§ II, D, G, 38
Stat. 168, 174.

§ 54. Records and special returns-(a) By tax-
payer. Every person liable to any tax imposed by this
chapter or for the collection thereof, shall keep such
records, render under oath such statements, make
such returns, and comply with such rules and regu-
lations, as the Commissioner, with the approval of
the Secretary, may from time to time prescribe.

(b) To determine liability to tax. Whenever in the
judgment of the Commissioner necessary he may re-
quire any person, by notice served upon him, to make
a return, render under oath such statements, or keep
such records, as the Commissioner deems sufficient
to show whether or not such person is liable to tax
under this chapter.

(c) Information at the source.
For requirement of statements and returns by one person

to assist in determining the tax liability of another person,
see sections 147 to 150.

(d) Copies of returns. If any person, required by
law or regulations made pursuant to law to file a
copy of any income return for any taxable year, fails
to file such copy at the time required, there shall
be due and assessed against such person $5 in the
case of an individual return or $10 in the case of a
fiduciary, partnership, or corporation return, and the
collector with whom the return is filed shall prepare
such copy. Such amount shall be collected and paid,
without interest, in the same manner as the amount
of tax due in excess of that shown by the taxpayer
upon a return in the case of a mathematical error
appearing on the face of the return. Copies of re-
turns filed or prepared pursuant to this subsection
shall remain on file for a period of not less than two
years from the date they are required to be filed, and
may be destroyed at any time thereafter under the
direction of the Commissioner.

(e) Foreign personal holding companies.
For information returns by officers, directors, and large

shareholders, with. respect to foreign personal holding com-
panies, see sections 338, 339, and 340.

For Information returns by attorneys, accountants, and
so forth, as to formation, and so forth, of foreign corpora-
tions, see section 3604.
(53 Stat. 28.)

Derived from Act May 28, 1938, c. 289, § 54, 52 Stat.
477.

Similar provisions. Acts June 22, 1936, c. 690, § 54, 49
Stat. 1671, as amended by Act Aug. 26, 1937, c. 815, Title II,
§ 207 (c), 50 Stat. 826; May 10, 1934, c. 277, § 54, 48
Stat 698 as amended by Act Apr. 10, 1936, c. 189, 49
Stat. 1196; June 6, 1932, c. 209, § 54, 47 Stat. 189; May
29, 1928, c. 852, § 54, 45 Stat. 808; Feb. 26, 1926, c. 27,
§ 1102, 44 Stat. 112; June 2, 1924, c. 234, § 1002. 43
Stat. 339; Oct. 3, 1917, c. 63, § 1001, 40 Stat. 325; Sept.
8, 1910, c. 463, § 409, 39 Stat. 793; Oct. 22, 1914, c. 331,
* 23, 38 Stat. 764.

§ 55. Publicity of returns-(a) Public record and
inspection-(1) Returns made under this chapter
upon which the tax has been determined by the Com-
missioner shall constitute public records; but, except
as hereinafter provided in this section, they shall
be open to inspection only upon order of the President
and under rules and regulations prescribed by the
Secretary and approved by the President.

(2) And all returns made under this chapter, sub-
chapters A, B, and D of chapter 2, subchapter B of
chapter 3, chapters 4, 7, 12, and 21, subchapter A of
chapter 29, and subchapters A and B of chapter 30,
shall constitute public records and shall be open to
public examination and inspection to such extent as
shall be authorized in rules and regulations promul-
gated by the President. *

(3) Whenever a return is open to the inspection of
any person a certified copy thereof shall, upon re-
quest, be furnished to such person under rules and
regulations prescribed by the Commissioner with the
approval of the Secretary. The Commissioner may
prescribe a reasonable fee for furnishing such copy.

(b) Inspection by states-(l) State officers. The
proper officers of any State may, upon the request
of the governor thereof, have access to the returns
of any corporation, or to an abstract thereof showing
the name and income of the corporation, at such
times and in such manner as the Secretary may pre-
scribe.

(2) State bodies or commissions. All income re-
turns filed under this chapter (or copies thereof, if
so prescribed by regulations made under this sub-
section), shall be open to inspection by any official,
body, or commission, lawfully charged with the ad-
ministration of any State tax law, if the inspection
is for the purpose of such administration or for the
purpose of obtaining information to be furnished to
local taxing authorities as provided in this paragraph.
The inspection shall be permitted only upon written
request of the governor of such State, designating
the representative of such official, body, or conmis-
sion to make the inspection on behalf of such official,
body, or commission. The inspection shall be made
in such manner, and at such times and places, as
shall be prescribed by regulations made by the Com-
missioner with the approval of the Secretary. Any
information thus secured by any official, body, or
commission of any State may be used only for the
administration of the tax laws of such State, ex-
cept that upon written request of the Governor of such
State any such information may be furnished to any
official, body, or commission of any political subdivi-
sion of such State, lawfully charged with the ad-
ministration of the tax laws of such political sub-
division, but may be furnished only for the purpose
of, and may be used only for, the administration of
such tax laws.

(c) Inspection by shareholders. All bona fide
shareholders of record owning 1 per centum or more
of the outstanding stock of any corporation shall,
upon making request of the Commissioner, be allowed
to examine the annual income returns of such cor-
poration and of its subsidiaries.

(d) Inspection by committees of congress-(l)
Committees on ways and means and finance-(A)
The Secretary and any officer or employee of the
Treasury Department, upon request from the Com-
mittee on Ways and Means of the House of Repre-
sentatives, the Committee on Finance of the Senate,
or a select committee of the Senate or House specially
authorized to investigate returns by a resolution of
the Senate or House, or a joint committee so author-
ized by concurrent resolution, shall furnish such com-
mittee sitting in executive session with any data of
any character contained in or shown by any return.

(B) Any such committee shall have the right, act-
ing directly as a committee, or by or through such
examiners or agents as it may designate or appoint,
to inspect any or all of the returns at such times and
in such manner as it may determine.

(C) Any relevant or useful information thus ob-
tained may be submitted by the committee obtaining
it to the Senate or the House, or to both the Senate
and the House, as the case may be.
(2) Joint committee on internal revenue taxation.

The Joint Committee on Internal Revenue Taxation
shall have the same right to obtain data and to in-
spect returns as the Committee on Ways and Means
or the Committee on Finance, and to submit any
relevant or useful information thus obtained to the
Senate, the House of Representatives, the Committee
on Ways and Means, or the Committee on Finance.
The Committee on Ways and Means or the Committee
on Finance may submit such information to the House
or to the Senate, or to both the House and the Senate,
as the case may be.
(e) Inspection in collector's office of list of tax-

payers. The Commissioner shall as soon as practi-
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cable in each year cause to be prepared and made
available to public inspection in such manner as he
may determine, in the office of the collector in each
internal revenue district and in such other places as
he may determine, lists containing the name and the
post-office address of each person making an income-
tax return in such district.

(f) Penalties for disclosing information-(1) Fed-
eral employees and other persons. It shall be unlaw-
ful for any collector, deputy collector, agent, clerk, or
other officer or employee of the United States to di-
vulge or to make known in any manner whatever not
provided by law to any person the amount or source
of income, profits, losses, expenditures, or any par-
ticular thereof, set forth or disclosed in any income
return, or to permit any income return or copy thereof
or any book containing any abstract or particulars
thereof to be seen or examined by any person except
as provided by law; and it shall be unlawful for any
person to print or publish in any manner whatever
not provided by law any income return, or any part
thereof or source of income, profits, losses, or expendi-
tures appearing in any income return; and any offense
against the foregoing provision shall be a misde-
meanor and be punished by a fine not exceeding $1,000
or by imprisonment not exceeding one year, or both, at
the discretion of the court; and if the offender be
an officer or employee of the United States he shall be
dismissed from office or discharged from employment.

(2) State employees. Any officer, employee, or
agent of any State or political subdivision, who di-
vulges (except as authorized in paragraph 2 of sub-
section (b), or when called upon to testify in any
Judicial or administrative proceeding to which the
State or political subdivision, or such State or local
official, body, or commission, as such, is a party) any
information acquired by him through an inspection
permitted him or another under paragraph 2 of sub-
section (b) shall be guilty of a misdemeanor and shall
upon conviction be punished by a fine of not more than
$1,000, or by imprisonment for not more than one
year, or both.

(3) Shareholders. Any shareholder who pursuant
to the provisions of this section is allowed to examine
the return of any corporation, and who makes known
in any manner whatever not provided by law the
amount or source of income, profits, losses, expendi-
tures, or any particular thereof, set forth or disclosed
in any such return, shall be guilty of a misdemeanor
and be punished by a fine not exceeding $1,000 or by
imprisonment not exceeding one year, or both.

(4) Cross reference.
For penalties for disclosing operations, style of work, or

apparatus of any manufacturer or producer, see section 4047.
(53 Stat. 29.)

Subsection (e) was derived from Act Feb. 26, 1926, c. 27,
5 257 (e), 44 Stat. 52.

Subsection (f) was derived from Acts May 28. 1938. c.
289, 55 (b), (2). 52 Stat. 478; June 22, 1936, c. 690

5 55 (a), 49 Stat. 1671; Feb. 26, 1926, c. 27, §9 257 (d), 1115,
4 Stat. 51, 117; Feb. 24, 1919, c. 18, § 1317, 40 Stat. 1146'

R. S. § 3167 which was revised from Act June 30, 1864
c. 173, 1 38, 13 Stat. 238.

Subsection (a) was derived from Acts May 28, 1938, c.
289, § 55 (a), 52 Stat. 478; June 22, 1936, c. 690, § 55 (a),
49 Stat. 1671; Feb. 26, 1926, c. 27, § 257 (a), 44 Stat. 51.

Subsection (b) was derived from Acts May 28. 1938, c.
289. 9 55 (b), (1) (2), 52 Stat. 478; Feb. 26, 1926, c. 27,
J 257 (c), 44 Stat. 51.

Subsection (c) was derived from Act Feb. 26, 1936, c. 27,
1 257 (d), 44 Stat. 51.

Subsection (d) was derived from Act Feb. 26, 1936, c. 27,
99 257 (b), 1203 (d), 44 Stat. 51, 128.

Similar provisions. Acts May 10, 1934, c. 277, 55 (b), 48
Stat. 698, as amended by Act Apr. 19, 1935, c. 74, 49 Stat.
158; June 6, 1932. c. 209, § 55, 47 Stat. 189; June 2 1924
c. 234, §§ 257, 1018, 43 Stat. 293, 345 Nov. 23, 1921, c'.
136, § 257, 42 Stat. 270; Feb. 24, 1916, c. 18, § 257, 40
Stat. 1086; Sept. 8, 1916, c. 463. 1 14, 39 Stat. 772; Oct.
3, 1913, c. 16, § II, G, 38 Stat. 177.

§ 56. Payment of tax-(a) Time of payment. The
total amount of tax imposed by this chapter shall be
paid on the fifteenth day of March following the
close of the calendar year, or, if the return should
be made on the basis of a fiscal year, then on the
fifteenth day of the third month following the close of
the fiscal year.

(b) Installment payments. The taxpayer may elect
to pay the tax in four equal installments, in which
case the first installment shall be paid on the date
prescribed for the payment of the tax by the tax-
payer, the second installment shall be paid on the
fifteenth day of the third month, the third installment
on the fifteenth day of the sixth month, and the
fourth installment on the fifteenth day of the ninth
month, after such date. If any installment is not
paid on or before the date fixed for its payment, the
whole amount of the tax unpaid shall be paid upon
notice and demand from the collector.

(c) Extension of time for payment-(1) General
rule. At the request of the taxpayer, the Commis-
sioner may extend the time for payment of the
amount determined as the tax by the taxpayer, or
any installment thereof, for a period not to exceed
six months from the date prescribed for the payment
of the tax or an installment thereof. In such case
the amount in respect of which the extension is
granted shall be paid on or before the date of the
expiration of the period of the extension.

(2) Liquidation of personal holding companies. At
the request of the taxpayer, the Commissioner may
(under regulations prescribed by the Commissioner
with the approval of the Secretary) extend (for a
period not to exceed five years from the date pre-
scribed for the payment of the tax) the time for the
payment of such portion of the amount determined
as the tax by the taxpayer as is attributable to the
short-term or long-term capital gain derived by the
taxpayer from the receipt by him of property other
than money upon the complete liquidation (as defined
in section 115 (c)) of a corporation. This paragraph
shall apply only if the corporation, for its taxable
year preceding the year in which occurred the com-
plete liquidation (or the first of the series of distri-
butions referred to in such section)-, was, under the
law applicable to such taxable year, a personal hold-
ing company or a foreign personal holding company-
An extension under this paragraph shall be granted
only if it is shown to the satisfaction of the Com-
missioner that the failure to grant it will result in
undue hardship to the taxpayer. If an extension is
granted the amount with respect to which the ex-
tension is granted shall be paid on or before the date
of the expiration of the extension. If an extension
is granted under this paragraph the Commissioner
may require the taxpayer to furnish a bond in such
amount, not exceeding double the amount with re-
spect to which the extension is granted, and with such
sureties as the Commissioner deems necessary, con-
ditioned upon the payment of the amount with re-
spect to which the extension is granted in accordance
with the terms of the extension.

(d) Voluntary advance payment. A tax imposed
by this chapter, or any installment thereof, may be
paid, at the election of the taxpayer, prior to the date
prescribed for its payment.

(e) Advance payment in case of jeopardy.
For advance payment in case of Jeopardy, see section 146.
(f) Tax withheld at source.
For requirement of withholding tax at the source in the

case of nonresident aliens and foreign corporations, and inthe case of so-called " tax-free covenant bonds ", see sections
143 and 144.

(g) Fractional parts of cent. In the payment of
any tax under this chapter a fractional part of a cent
shall be disregarded unless it amounts to one-half cent
or more, in which case it shall be increased to 1 cent.

(h) Receipts. Every collector to whom any pay-
ment of any income tax is made shall upon request
give to the person making such payment a full written
or printed receipt therefor. (53 Stat. 31.)

Derived from Act May 28. 1938, c. 289. § 56, 52 Stat. 478.Similar provisions. Acts June 22, 1936, c. 690, § 56, 49
Stat. 1672; May 10, 1934, c. 277, § 56, 48 Stat. 698; June 6,1932. c. 209, § 56, 47 Stat. 189; May 29. 1928, c. 852. § 56,
45 Stat. 809; Feb. 26, 1926 c 27 1 270 44 Stat. 54; June 2,
1924. c. 234, ' 270, 43 Stat 295; Nov. 23. 1921, c. 136, § 250,42 Stat. 264; Feb. 24, 1919, c. 18, § 250, 40 Stat. 1082 ; Oct. 3,1917. c. 63, § 1009. 40 Stat. 326'; Sept. 8. 1916. c. 463. §§ 9,14, 39 Stat. 763, 772, as section 9 was amended by Act Oct. 3,1917, c. 63, § 1205, 40 Stat. 332; Oct. 3, 1913, c. 16, § II,
subd. E, G, 38 Stat. 169 176.
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Provisions similar to subsection (h) were contained in
Acts Nov. 23, 1921, c. 136, § 251, 42 Stat. 267 ; Feb. 24, 1919,
c. 18, § 251, 40 Stat. 1084; Sept. 8, 1'916, c. 463, § 17, 39
Stat. 775; Oct. 3, 1913, c. 16, §II, J, 38 Stat. 179; Aug. 27,
1894, c. 349, § 37, 28 Stat. 560.

§ 57. Examination of return and determination of
tax. As soon as practicable after the return is filed
the Commissioner shall examine it and shall deter-
mine the correct amount of the tax. (53 Stat. 32.)

Derived from Act May 28, 1938, c. 289, § 57, 52 Stat. 479.
Similar provisions. Acts June 22, 1936, c. 690, § 57, 49

Stat. 1673 ; May 10, 1934, c. 277, § 57, 48 Stat. 699; June 6.
1932, c. 209, § 57, 47 Stat. 190; May 29, 1928, c. 852, § 57,
45 Stat. 810; Feb. 26, 1926, c. 27, § 271, 44 Stat. 55; June 2,
1924, c. 234, § 271, 43 Stat. 296.

§ 58. Additions to tax and penalties.
(a) For additions to the tax in case of negligence or fraud

in the nonpayment of tax or failure to file return therefor,
see Supplement M.

(b) For criminal penalties for nonpayment of tax or failure
to file return therefor, see section 145.
(53 Stat. 32.)

Derived from Act May 28, 1938, c. 289, § 58, 52 Stat. 480.
Similar provisions. Acts June 22, 1936, c. 690, § 58, 49

Stat. 1673; May 10, 1934, c. 277, § 58, 48 Stat. 699.

§ 59. Administrative proceedings.
For administrative proceedings in respect of the nonpayment

or overpayment of a tax imposed by this chapter, see as fol-
lows:

(a) Supplement L, relating to assessment and collection of
deficiencies.

b/ Supplement M, relating to interest and additions to tax.
Supplement N, relating to claims against transferees

and fiduciaries.
(d) Supplement 0, relating to overpayments.

(53 Stat. 32.)
Derived from Act May 28, 1938, c. 289. § 59, 52 Stat. 480.
Similar provisions. Acts June 22, 1936, c. 690, § 59, 49

Stat. 1673 ; May 10, 1934, c. 277, § 59, 48 Stat. 699.

§ 60. Cross references.
For general provisions relating to-
(a) nformation and returns, see chapter 34.

b) Assessment, see chapter 35.
e) Collection, see chapter 36.

(53 Stat. 32.)

PART VI.-MISCELLANEOUS PROVISIONS

§ 61. Laws made applicable. All administrative,
special, or stamp provisions of law, including the
law relating to the assessment of taxes, so far as
applicable, shall be extended to and made a part of
this chapter. (53 Stat. 32.)

Derived from Act May 28, 1938, c. 289, § 61, 52 Stat.
480.

Similar provisions. Acts June 22 1936, c. 690, § 61, 49
Stat. 1673; May 10 1934 c. 277, 61, 48 Stat. 699; June
6, 1932, c. 209, § 61 47 tat. 190; May 29, 1928, c 852 §
61, 45 Stat. 810; Feb. 26, 1926, c. 27, § 1100, 44 Stat. i1;
June 2, 1924, c. 234, § 1000, 43 Stat. 339; Nov. 23, 1921, c.
136, 1300, 42 Stat. 308; Feb. 24 1919, c. 18, § 1305 40
Stat. 1142; Oct. 3, 1917, c. 63, § o001, 40 Sta. 3i25; gept.
8, 1916, c. 463, §§ 22, 211. 409, 39 Stat. 776, 780, 792;
Oct. 22, 1914, c. 331, § 23, 38 Stat. 764; Oct. ', 1913, c. 16,
§ IlL, 38 Stat. 179; June 13, 1898, c. 448, § 31, 30 Stat.

448.

§ 62. Rules and regulations. The Commissioner,
with the approval of the Secretary, shall prescribe
and publish all needful rules and regulations for the
enforcement of this chapter. (53 Stat. 32.)

Derived from Act May 28, 1938, c. 289, § 62, 52 Stat. 480.
Similar provisions. Acts June 22, 1936, c. 690, § 62. 49

Stat. 1673; May 10, 1934, c. 277, § 62, 48 Stat. 700; June
6, 1932, c. 209, § 62, 47 Stat. 191; May 29, 1928, c. 852,
§ 62, 45 Stat. 810; Feb. 26, 1926, c. 2 , § 1101, 44 Stat.
111; June 2, 1924, c. 234, § 1001, 43 Stat. 339; Nov. 23,
1921, c. 136. § 1303, 42 Stat. 309; Feb. 24, 1919, c. 18,
§ 1:109, 40 Stat. 1143; Oct. 3, 1917, c. 63, § 1005, 40 Stat.
326; Sept. 8, 1916, c. 463, 212, 39 Stat. 780.

§ 63. Publication of statistics. The Commissioner,
with the approval of the Secretary, shall prepare and
publish annually statistics reasonably available with
respect to the operation of the income, war-profits
and excess-profits tax laws, including classifications
of taxpayers and of income, the amounts allowed as
deductions, exemptions, and credits, and any other
facts deemed pertinent and valuable. (53 Stat. 32.)

Derived from Act Feb. 26. 1926, c. 27, § 258, 44 Stat. 52.
Similar provisions. Acts June 2, 1924, c. 234, § 258, 43

Stat. 293; Nov. 23, 1921. c. 136, § 258, 42 Stat. 270; Feb.
24, 1919, c. 18. § 258, 40 Stat. 1087; Sept. 8, 1916, c. 463.
§ 21, 39 Stat. 771.

§ 64. Definitions
For definitions of a general character, see section 3797.

(53 Stat. 32.)

SUBCHAPTER C.-SUPPLEMENTAL PROVISIONS

SUPPLEMENT A.-RATES OF TAX

[Supplementary to Subchapter B, Part I]

§ 101. Exemptions from tax on corporations. The
following organizations shall be exempt from taxa-
tion under this chapter-

(1) Labor, agricultural, or horticultural organiza-
tions;

(2) Mutual savings banks not having a capital stock
represented by shares;

(3) Fraternal beneficiary societies, orders, or associa-
tions, (A) operating under the lodge system or for the
exclusive benefit of the members of a fraternity itself
operating under the lodge system; and (B) providing
for the payment of life, sick, accident, or other bene-
fits to the members of such society, order, or association
or their dependents;

(4) Domestic building and loan associations sub-
stantially all the business of which is confined to mak-
ing loans to members; and cooperative banks without
capital stock organized and operated for mutual pur-
poses and without profit;

(5) Cemetery conpanies owned and operated ex-
clusively for the benelit of their members or which are
not operated for profit; and any corporation chartered
solely for burial purposes as a cemetery corporation
and not permitted by its charter to engage in any busi-
ness not necessarily incident to that purpose, no part
of the net earnings of which inures to the benefit of any
private shareholder or individual;

(6) Corporations, and any community chest, fund, or
foundation, organized and operated exclusively for
religious, charitable, scientific, literary, or educational
purposes, or for the prevention of cruelty to children
or animals, no part of the net earnings of which inures
to the benefit of any private shareholder or individual,
and no substantial part of the activities of which is
carrying on propaganda, or otherwise attempting, to
influence legislation;

(7) Business leagues, chambers of commerce, real-
estate boards, or boards of trade, not organized for
profit and no part of the net earnings of which inures
to the benefit of any private shareholder or individual;
(8) Civic leagues or organizations not organized for

profit but operated exclusively for the promotion of
social welfare, or local associations of employees, the
membership of which Is limited to the employees of a
designated person or persons in a particular munici-
pality, and the net earnings of which are devoted
exclusively to charitable, educational, or recreational
purposes;

(9) Clubs organized and operated exclusively for
pleasure, recreation, and other nonprofitable purposes,
no part of the net earnings of which inures to the
benefit of any private shareholder;

(10) Benevolent life insurance associations of a
purely local character, mutual ditch or irrigation com-
panies, mutual or cooperative telephone companies, or
like organizations; but only if 85 per centum or more
of the income consists of amounts collected from mem-
bers for the sole purpose of meeting losses and
expenses;

(11) Farmers' or other mutual hail, cyclone, cas-
ualty, or fire insurance companies or associations (in-
cluding interinsurers and reciprocal underwriters) the
income of which is used or held for the purpose of
paying losses or expenses;

(12) Farmers', fruit growers', or like associations
organized and operated on a cooperative basis (a) for
the purpose of marketing the products of members or
other producers, and turning back to them the pro-
ceeds of sales, less the necessary marketing expenses,
on the basis of either the quantity or the value of the
products furnished by them, or (b) for the purpose
of purchasing supplies and equipment for the use of
members or other persons, and turning over such
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supplies and equipment to them at actual cost, plus
necessary expenses. Exemption shall not be denied
any such association because it has capital stock, if
the dividend rate of such stock is fixed at not to exceed
the legal rate of interest in the State of incorporation
or 8 per centum per annum, whichever is greater, on
the value of the consideration for which the stock
was issued, and if substantially all such stock (other
than nonvoting preferred stock, the owners of which
are not entitled or permitted to participate, directly
or indirectly, in the profits of the association, upon
dissolution or otherwise, beyond the fixed dividends)
is owned by producers who market their products or
purchase their supplies and equipment through the
association; nor shall exemption be denied any such
association because there is accumulated and main-
tained by it a reserve required by State law or a rea-
sonable reserve for any necessary purpose. Such an
association may market the products of nonmembers
in an amount the value of which does not exceed the
value of the products marketed for members, and
may purchase supplies and equipment for nonmembers
in an amount the value of which does not exceed the
value of the supplies and equipment purchased for
members, provided the value of the purchases made
for persons who are neither members nor producers
does not exceed 15 per centum of the value of all its
purchases. Business done for the United States or
any of its agencies shall be disregarded in determining
the right to exemption under this paragraph;

(13) Corporations organized by an association ex-
empt under the provisions of paragraph (12), or mem-
hers thereof, for the purpose of financing the ordinary
crop operations of such members or other producers,
and operated in conjunction with such association.
Exemption shall not be denied any such corporation
because it has capital stock, if the dividend rate of
such stock is fixed at not to exceed the legal rate of
interest in the State of incorporation or 8 per centuni
per annum, whichever is greater, on the value of the
consideration for which the stock was issued, and if
substantially all such stock (other than nonvoting
preferred stock, the owners of which are not entitled
or permitted to participate, directly or indirectly, in
the profits of the corporation, upon dissolution or oth-
erwise, beyond the fixed dividends) is owned by such
association, or members thereof; nor shall exemption
be denied any such corporation because there is ac-
cumulated and maintained by it a reserve required
by State law or a reasonable reserve for any necessary
purpose;

(14) Corporations organized for the exclusive pur-
pose of holding title to property, collecting income
therefrom, and turning over the entire amount thereof,
less expenses, to an organization which itself is exempt
from the tax imposed by this chapter;

(15) Corporations organized under Act of Congress,
if such corporations are instrumentalities of the United
States and if, undersuch Act, as amended and supple-
mented, such corporations are exempt from Federal
income taxes;

(16) Voluntary employees' beneficiary associations
providing for the payment of life, sick, accident, or
other benefits to the members of such association or
their dependents, if (A) no part of their net earnings
inures (other than through such payments) to the
benefit of any private shareholder or individual, and
(B) 85 per centum or more of the income consists of
amounts collected from members for the sole purpose
of making such payments and meeting expenses;

(17) Teachers' retirement fund associations of a
purely local character, if (A) no part of their net earn-
ings inures (other than through payment of retirement
benefits) to the benefit of any private shareholder or
individual, and (B) the income consists solely of
amounts received from public taxation, amounts re-
ceived from assessments upon the teaching salaries of
members, and income in respect of investments;

(18) Religious or apostolic associations or corpora-
tions, if such associations or corporations have a com-
mon treasury or community treasury, even if such asso-
ciations or corporations engage in business for the com-

mon benefit of the members, but only if the members
thereof include (at the time of filing their returns) in
their gross income their entire pro-rata shares, whether
distributed or not, of the net income of the association
or corporation for such year. Any amount so included
in the gross income of a member shall be treated as a
dividend received.

(19) Voluntary employees' beneficiary associations
providing for the payment of life, sick, accident, or
other benefits to the members of such association or
their dependents or their designated beneficiaries, if
(A) admission to membership in such association is
limited to individuals who are officers or employees of
the United States Government, and (B) no part of the
net earnings of such association inures (other than
through such payments) to the benefit of any private
shareholder or individual. (53 Stat. 33, as amended
June 29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 217,
53 Stat. 876.)

Par. (19) was added by Act June 29, 1939, cited to text,
and made applicable to taxable years beginning after Decem-
ber 31, 1938, by § 217 (b) of said act.

Derived from Act May 28, 1938, c. 289, § 101, 52 Stat. 480.
Similar provisions. Acts June 22, 1936, c. 690. § 101, 49

Stat. 1673; May 10, 1934, c. 277, § 101, 48 Stat. 700- June 6,
1932. c. 209, § 103, 47 Stat. 193- May 29, 1928, c. 852, § 103,
45 Stat. 812; Feb. 26, 1926 c. 2f, § 231, 44 Stat. 39; June 2,
1924, c. 234, § 231, 43 Stat. 282; Nov. 23, 1921, c. 136, § 231,
42 Stat. 253; Feb. 24, 1919, c. 18, § 231, 40 Stat. 1076; Sept.
8 1916 c. 463, § 11, 39 Stat. 766; Oct. 3, 1913, c. 16, § II, G,
38 Stat. 172.

Services performed in employ of exempt organizations, in-
clusion in definition of employment under Title II of the
Social Security Act, see section 409 of Title 42, The Public
Health and Welfare.

§ 102. Surtax on corporations improperly accumu-
lating surplus-(a) Imposition of tax. There shall
be levied, collected, and paid for each taxable year (in
addition to other taxes imposed by this chapter) upon
the net income of every corporation (other than a per-
sonal holding company as defined in section 501 or a
foreign personal holding company as defined in Supple-
ment P) if such corporation, however created or organ-
ized, is formed or availed of for the purpose of pre-
venting the imposition of the surtax upon its share-
holders or the shareholders of any other corporation,
through the medium of permitting earnings or profits
to accumulate instead of being divided or distributed, a
surtax equal to the sum of the following:

25 per centum of the amount of the undistributed
section 102 net income not in excess of $100,000, plus

35 per centum of the undistributed section 102 net
income in excess of $100,000.
(b) Prima facie evidence. The fact that any cor-

poration is a mere holding or investment company
shall be prima facie evidence of a purpose to avoid
surtax upon shareholders.

(c) Evidence determinative of purpose. The fact
that the earnings or profits of a corporation are per-
mitted to accumulate beyond the reasonable needs of
the business shall be determinative of the purpose to
avoid surtax upon shareholders unless the corpora-
tion by the clear preponderance of the evidence shall
prove to the contrary.

(d) Definitions. As used in this chapter-
(1) Section 102 net income. The term "section 102

net income" means the net income, computed with-
out the net operating loss deduction provided in sec-
tion 23(s), minus the sum of-

(A) Taxes. Federal income, war-profits, and ex-
cess-profits taxes paid or accrued during the taxable
year, to the extent not allowed as a deduction by sec-
tion 23, but not including the tax imposed by this
section or a corresponding section of a prior income-
tax law.

(B) Disallowed charitable, etc., contributions.
Contributions or gifts payment of which is made
within the taxable year, not otherwise allowed as a
deduction, to or for the use of donees described in
section 23 (o), for the purposes therein specified.

(C) Disallowed losses. Losses from sales or ex-
changes of capital assets which are disallowed as a
deduction by section 117 (d).

(2) Undistributed section 102 net income. The
term "undistributed section 102 net income" means
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the section 102 net Income minus the basic surtax
credit provided in section 27 (b), but the computa-
tion of such credit under section 27 (b) (1) shall be
made without its reduction by the amount of the
credit provided in section 26 (a), relating to interest
on certain obligations of the United States and Gov-
ernment corporations. (As amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 211 (f), 53 Stat. 868.)

(e) Tax on personal holding companies.
For surtax on personal holding companies, see section 500.

(53 Stat. 35, as amended June 29, 1939, 10 p. m. E. S. T.,
e. 247, Title II, § 211 (f), 53'Stat. 868.)

Subsec. (d), par. (1) was amended by Act June 29, 1939,
cited to text.

Derived from Act May 28, 1938, c. 289, § 102, 52 Stat.
483.

Similar provisions. Acts June 22, 1936, c. 690, § 102, 49
Stat. 1676, as amended by Act Aug. 26, 1937, c. 815, Titles
1, VI, §§ 2, 601, 50 Stat. 815, 830; May 10, 1934, c. 277,
§ 102, 48 Stat. 702; June 6, 1932, c. 209, § 104, 47 Stat.
195, as amended by Act June 16, 1933, c. 90, Title 2, § 214,
48 Stat. 207; May 29 1928, c. 852, § 104, 45 Stat. 814;
Feb. 26, 1926, c. 27, § 220, 44 Stat. 34; June 2, 1924, c.
234, § 220, 43 Stat. 277; Nov. 23, 1921, c. 136, § 220, 42
Stat. 247; Feb. 24, 1919, c. 18, § 220, 40 Stat. 1072.

§ 103. Rates of tax on citizens and corporations of
certain foreign countries. Whenever the President
finds that, under the laws of any foreign country,
citizens or corporations of the United States are being
subjected to discriminatory or extraterritorial taxes,
the President shall so proclaim and the rates of tax
imposed by sections 11, 12, 13, 14, 201 (b), 204 (a),
207, 211 (a), 231 (a), and 362 shall, for the taxable
year during which such proclamation is made and
for each taxable year thereafter, be doubled in the
case of each citizen and corporation of such foreign
country; but the tax at such doubled rate shall be
considered as imposed by sections 11, 12, 13, 14, 201
(b), 204 (a), 207, 211 (a), 231 (a), or 362, as the
case may be. In no case shall this section operate
to increase the taxes imposed by such sections (com-
puted without regard to this section) to an amount
in excess of 80 per centum of the net income of the
taxpayer. Whenever the President finds that the
laws of any foreign country with respect to which
the President has made a proclamation under the
preceding provisions of this section have been modi-
fied so that discriminatory and extraterritorial taxes
applicable to citizens and corporations of the United
States have been removed, he shall so proclaim, and
the provisions of this section providing for doubled
rates of tax shall not apply to any citizen or cor-
poration of such foreign country with respect to any
taxable year beginning after such proclamation Is
made. (53 Stat. 36.)

Derived from Act May 28, 1938, c. 289, § 103, 52 Stat.
483.

Similar provisions. Acts June 22, 1936, c. 690, § 103, 49
Stat. 1677; May 10, 1934, c. 277, § 103, 48 Stat. 703.

§ 104. Banks and trust companies-(a) Definition.
As used in this section the term "banks " means a
bank or trust company incorporated and doing busi-
ness under the laws of the United States (including
laws relating to the District of Columbia), of any
State, or of any Territory, a substantial part of the
business of which consists of receiving deposits and
making loans and discounts, or of exercising fiduciary
powers similar to those permitted to national banks
under section 11 (k) of the Federal Reserve Act, 38
Stat. 262 (U. S. C., Title 12, § 248k), as amended.
and which is subject by law to supervision and exami-
nation by State, Territorial or Federal authority hav-
ing supervision over banking institutions.

(b) Rate of tax. Banks shall be subject to tax
under section 13 or section 14 (b). (53 Stat. 36, as
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title
II, § 202, 53 Stat. 865.)

Subsec. (b) was amended by Act June 29, 1939, cited to
text, and amendment made applicable only with respect
to taxable years beginning after December 31, 1939, by § 229
of said act. Prior to said amendment subsection (b) read
as follows:

" (b) Rate of tax. Banks shall be taxable under section
14 (dl."

Derived from Act May 28, 1938, c. 289, § 104, 52 Stat.
484.

Similar provisions. Act June 22, 1936, c. 690, § 104, 49
Stat. 1677.

§ 105. Sale of oil or gas properties. In the case of
a bona fide sale of any oil or gas property, or any in-
terest therein, where the principal value of the prop-
erty has been demonstrated by prospecting or explora-
tion or discovery work done by the taxpayer, the
portion of the tax imposed by section 12 attributable
to such sale shall not exceed 30 per centum of the
selling price of such property or interest. (53 Stat. 36.)

Derived from Act May 28 1938 c 289. § 105, 52 Stat. 484.
Similar provisions. Acts June 22, 1936 c 690 § 105, 49

Stat. 1678 ; June 6, 1932, c. 209. § 102, 47'Stat. 12 ; May 29,
1928, c. 852, § 102, 45 Stat. 812; Feb. 26, 1926, c. 27, § 211,
44 Stat. 21; June 2, 1924, c. 234, § 211, 43 Stat. 265.

§ 106. Claims against United States involving ac-
quisition of property. In the case of amounts (other
than interest) received by a taxpayer from the United
States with respect to a claim against the United
States involving the acquisition of property and re-
maining unpaid for more than fifteen years, the por-
tion of the tax imposed by section 12 attributable to
such receipt shall not exceed 30 per centum of the
amount (other than interest) so received. (53 Stat.
36.)

Derived from Act May 28, 1938, c. 289, § 106, 52 Stat.
484.

§ 107. Compensation for services rendered for a
period of five years or more. In the case of compen-
sation (a) received, for personal services rendered
by an individual in his individual capacity, or as a
member of a partnership, and covering a period of five
calendar years or more from the beginning to the com-
pletion of such services, (b) paid (or not less than 95
per centum of which is paid) only on completion of
such services, and (c) required to be included in gross
income of such individual for any taxable year begin-
ning after December 31, 1938, the tax attributable to
such compensation shall not be greater than the ag-
gregate of the taxes attributable to such compensation
had it been received in equal portions in each of the
years included in such period. (Added June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, § 220 (a), 53
Stat. 878.)

Section was made applicable to taxable years beginning
after December 31, 1938, by J 220 (b) of Act June 29, 1939.
cited to text.

SUPPLEMENT B.-CoMPUTATION OF N -r INCOME

[Supplementary to Subchapter B, Part II]

§ 111. Determination of amount of, and recogni-
tion of, gain or loss--(a) Computation of gain or loss.
The gain from the sale or other disposition of property
shall be the excess of the amount realized therefrom
over the adjusted basis provided in section 113 (b) for
determining gain, and the loss shall be the excess of the
adjusted basis provided in such section for determining
loss over the amount realized.

(b) Amount realized. The amount realized from
the sale or other disposition of property shall be the
sum of any money received plus the fair market value
of the property (other than money) received.

(c) Recognition of gain or loss. In the case of a
sale or exchange, the extent to which the gain or loss
determined under this section shall be recognized for
the purposes of this chapter, shall be determined under
the provisions of section 112. •

(d) Installment sales. Nothing in this section shall
be construed to prevent (in the case of property sold
under contract providing for payment in installments)
the taxation of that portion of any installment payment
representing gain or profit in the year in which such
payment is received. (53 Stat. 37.)

Derived from Act May 28, 1938, c. 289, § 111, 52 Stat. 484.
Similar provisions. Acts June 22, 1936, c. 690, § 111, 49

Stat. 1678; May 10, 1934, c. 277, § 111, 48 Stat. 703; June
6. 1932, c. 209, § 111, 47 Stat. 195; May 29 1928 c. 852,

'11, 45 Stat. 815; Feb. 26, 1926, c. 27. 20, 44 Stat. 11;
June 2, 1924, c. 234, § 202, 43 Stat. 255; Nov. 23, 1921, c.
136. § 202, 42 Stat. 229, as amended by Act Mar. 4, 1923,
c. 294, §§ 1, 2, 42 Stat. 1560; Feb. 24, 1919, c. 18, § 202, 40
Stat. 1060.

Recognition of gain or loss on transfer of obsolete vessels
under Merchant Marine Act, section 1101 et seq. of Title 46,
see section 1160 (e) of Title 46, Shipping.
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§ 112. Recognition of gain or loss-(a) General
rule. Upon the sale or exchange of property the en-
tire amount of the gain or loss, determined under
section 111, shall be recognized, except as hereinafter
provided in this section.

(b) Exchanges solely in kind-(l) Property held
for productive use or investment. No gain or loss
shall be recognized if property held for productive use
in trade or business or for investment (not including
stock in trade or other property held primarily for sale,
nor stocks, bonds, notes, choses in action, certificates of
trust or beneficial interest, or other securities or evi-
dences of indebtedness or interest) is exchanged solely
for property of a like kind to be held either for produc-
tive use in trade or business or for investment.

(2) Stock for stock of same corporation. No gain
or loss shall be recognized if common stock in a corpo-
ration is exchanged solely for common stock in the
same corporation, or if preferred stock in a corporation
is exchanged solely for preferred stock in the same
corporation.

(3) Stock for stock on reorganization. No gain or
loss shall be recognized if stock or securities in a corpo-
ration a party to a reorganization are, in pursuance of
the plan of reorganization, exchanged solely for stock
or securities in such corporation or in another corpora-
tion a party to the reorganization.

(4) Same-Gain of corporation. No gain or loss
shall be recognized if a corporation a party to a reor-
ganization exchanges property, in pursuance of the plan
of reorganization, solely for stock or securities in an-
other corporation a party to the reorganization.

(5) Transfer to corporation controlled by trans-
feror. No gain or loss shall be recognized if property
is transferred to a corporation by one or more per-
sons solely in exchange for stock or securities in such
corporation, and immediately after the exchange such
person or persons are in control of the corporation;
but in the case of an exchange by two or more per-
sons this paragraph shall apply only if the amount
of the stock and securities received by each is sub-
stantially in proportion to his interest in the prop-
erty prior to the exchange. Where the transferee
assumes a liability of a transferor, or where the
property of a transferor is transferred subject to a
liability, then for the purpose only of determining
whether the amount of stock or securities received
by each of the transferors is in the proportion re-
quired by this paragraph, the amount of such liability
(if under subsection (k) it is not to be considered as
"other property or money") shall be considered as
stock or securities received by such transferor.

(6) Property received by corporation on complete
liquidation of another. No gain or loss shall be recog-
nized upon the receipt by a corporation of property
distributed in complete liquidation of another corpo-
ration. For the purposes of this paragraph a distri-
bution shall be considered to be in complete liquida-
tion only if-

(A) the corporation receiving such property was,
on the date of the adoption of the plan of liquida-
tion, and has continued to be at all times until the
receipt of the property, the owner of stock (in such
other corporation) possessing at least 80 per centum
of the total combined voting power of all classes of
stock entitled to vote and the owner of at least 80
per centum of the total number of shares of all other
classes of stock (except nonvoting stock which is
limited and preferred as to dividends), and was at
no time on or after the date of the adoption of the
plan of liquidation and until the receipt of the prop-
erty the owner of a greater percentage of any class
of stock than the percentage of such class owned at
the time of the receipt of the property; and

(B) no distribution under the liquidation was
made before the first day of the first taxable year of
the corporation beginning after December 31, 1935;
and either

(C) the distribution is by such other corporation
in complete cancellation or redemption of all its stock,
and the transfer of all the property occurs within the
taxable year; in such case the adoption by the share-

holders of the resolution under which is authorized
the distribution of all the assets of such corporation
in complete cancellation or redemption of all its
stock, shall be considered an adoption of a plan of
liquidation, even though no time for the completion
of the transfer of the property is specified in such
resolution; or

(D) such distribution is one of a series of distri-
butions by such other corporation in complete can-
cellation or redemption of all its stock in accordance
with a plan of liquidation under which the transfer
of all the property under the liquidation is to be com-
pleted within three years from the close of the tax-
able year during which is made the first of the series
of distributions under the plan, except that if such
transfer is not completed within such period, or if
the taxpayer does not continue qualified under sub-
paragraph (A) until the completion of such transfer,
no distribution under the plan shall be considered a
distribution in complete liquidation.

If such transfer of all the property does not occur
within the taxable year the Commissioner may re-
quire of the taxpayer such bond, or waiver of the
statute of limitations on assessment and collection,
or both, as he may deem necessary to insure, if the
transfer of the property is not completed within such
three-year period, or if the taxpayer does not con-
tinue qualified under subparagraph (A) until the
completion of such transfer, the assessment and col-
lection of all income, war-profits, and excess-profits
taxes then imposed by law for such taxable year or
subsequent taxable years, to the extent attributable
to property so received. A distribution otherwise
constituting a distribution in complete liquidation
within the meaning of this paragraph shall not be
considered as not constituting such a distribution
merely because it does not constitute a distribution or
liquidation within the meaning of the corporate law
under which the distribution is made; and for the
purposes of this paragraph a transfer of property of
such other corporation to the taxpayer shall not be
considered as not constituting a distribution (or one
of a series of distributions) in complete cancellation
or redemption of all the stock of such other corpora-
tion, merely because the carrying out of the plan in-
volves (i) the transfer under the plan to the tax-
payer by such other corporation of property, not
attributable to shares owned by the taxpayer, upon
an exchange described in paragraph (4) of this sub-
section, and (ii) the complete cancellation or redemp-
tion under the plan, as a result of exchanges de-
scribed in paragraph (3) of this subsection, of the
shares not owned by the taxpayer.

(8)1 Exchanges and distributions in obedience to
orders of Securities and Exchange Commission. In
the case of any exchange or distribution described in
section 371, no gain or loss shall be recognized to the
extent specified in such section with respect to such
exchange or distribution. (As amended June 29, 1939,
10 p. m. E. S. T., c. 247, Title II, § 213 (c), 53 Stat. 870.)

(c) Gain from exchanges not solely in kind. (1)
If an exchange would be within the provisions of
subsection (b) (1), (2), (3), or (5) of this section
if it were not for the fact that the property received
in exchange consists not only of property permitted
by such paragraph to be received without the recogni-
tion of gain, but also of other property or money, then
the gain, if any, to the recipient shall be recognized,
but in an amount not in excess of the sum of such
money and the fair market value of such other
property.

(2) If a distribution made in pursuance of a plan
of reorganization is within the provisions of para-
graph (1) of this subsection but has the effect of the
distribution of a taxable dividend, then there shall be
taxed as a dividend to each distributee such an amount
of the gain recognized under paragraph (1) as is not
in excess of his ratable share of the undistributed earn-
ings and profits of the corporation accumulated after
February 28, 1913. The remainder, if any, of the gain
recognized under paragraph (1) shall be taxed as
a gain from the exchange of property.
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(d) Same-Gain of corporation. If an exchange
would be within the provisions of subsection (b) (4)
of this section if it were not for the fact that the
property received in exchange consists not only of
stock or securities permitted by such paragraph to
be received without the recognition of gain, but also
of other property or money, then-

(1) If the corporation receiving such other property
or money distributes it in pursuance of the plan of
reorganization, no gain to the corporation shall be
recognized from the exchange, but

(2) If the corporation receiving such other prop-
erty or money does not distribute it in pursuance of
the plan of reorganization, the gain, if any, to the
corporation shall be recognized, but in an amount not
in excess of the sum of such money and the fair mar-
ket value of such other property so received, which
is not so distributed.

(e) Loss from exchanges not solely in kind. If an
exchange would be within the provisions of subsection
(b) (1) to (5), inclusive, of this section if it were
not for the fact that the property received in exchange
consists not only of property permitted by such para-
graph to be received without the recognition of gain
or loss, but also of other property or money, then no
loss from the exchange shall be recognized.

(f) Involuntary conversions. If property (as a
result of its destruction in whole or in part, theft or
seizure, or an exercise of the power of requisition or
condemnation, or the threat or imminence thereof) is
compulsorily or involuntarily converted into property
similar or related in service or use to the property so
converted, or into money which is forthwith in good
faith, under regulations prescribed by the Commis-
sioner with the approval of the Secretary, expended
in the acquisition of other property similar or related
in service or use to the property so converted, or in
the acquisition of control of a corporation owning
such other property, or in the establishment of a
replacement fund, no gain or loss shall be recognized.
If any part of the money is not so expended, the gain,
if any, shall be recognized, but in an amount not in
excess of the money which is not so expended.

(g) Definition of reorganization. As used in this
section and section 113-

(1) The term "reorganization " means (A) a statu-
tory merger or consolidation, or (B) the acquisition
by one corporation, in exchange solely for all or a
part of its voting stock, of at least 80 per centum
of the voting stock and at least 80 per centum of
the total number of shares of all other classes of
stock of another corporation, or (C) the acquisition
by one corporation, in exchange solely for all or a part
of its voting stock, of substantially all the properties
of another corporation, but in determining whether
the exchange is solely for voting stock the assump-
tion by the acquiring corporation of a liability of the
other, or the fact that property acquired is subject
to a liability, shall be disregarded, or (D) a transfer
by a corporation of all or a part of Its assets to an-
other corporation if immediately after the transfer
the transferor or its shareholders or both are in con-
trol of the corporation to which the assets are trans-
ferred, or (M) a recapitalization, or (F) a mere
change in identity, form, or place of organization,
however effected.

(2) The term "a party to a reorganization" in-
cludes a corporation resulting from a reorganization
and includes both corporations in the case of a 'e-
organization resulting from the acquisition by one
corporation of stock or properties of another. (As
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title
II, § 213 (b), 53 Stat. 870.)

(h) Definition of control. As used in this section
the term "control" means the ownership of stock
possessing at least 80 per centum of the total com-
bined voting power of all classes of stock entitled to
vote and at least 80 per centum of the total number
of shares of all other classes of stock of the corpora-
tion.

(i) Foreign corporations. In determining the ex-
tent to which gain shall be recognized in the case of

any of the exchanges described in subsection (b)
(3), (4), (5), or (6), or described in so much of
subsection (c) as refers to subsection (b) (3) or
(5), or described in subsection (d), a foreign cor-
poration shall not be considered as a corporation un-
less, prior to such exchange, it has been established
to the satisfaction of the Commissioner that such ex-
change is not In pursuance of a plan having as one
of its principal purposes the avoidance of Federal
income taxes.

(j) Installment obligations.
For nonrecognition of gain or loss In the case of install-

ment obligations, see section 44 (d).
(k) Assumption of liability not recognized. Where

upon an exchange the taxpayer receives as part of
the consideration property which would be permitted
by subsection (b) (4) or (5) of this section to be
received without the recognition of gain if it were
the sole consideration, and as part of the considera-
tion another party to the exchange assumes a liability
of the taxpayer or acquires from the taxpayer proper-
ty subject to a liability, such assumption or acqui-
sition shall not be considered as "other property or
money" received by the taxpayer within the meaning
of subsection (c), (d), or (e) of this section and
shall not prevent the exchange from being within the
provisions of subsection (b) (4) or (5) ; except that
if, taking into consideration the nature of the liability
and the circumstances in the light of which the ar-
rangement for the assumption or acquisition was
made, it appears that the principal purpose of the
taxpayer with respect to the assumption or acquisi-
tion was a purpose to avoid Federal income tax on
the exchange, or, if not such purpose, was not a
bona fide business purpose, such assumption or acqui-
sition (in the amount of the liability) shall, for the
purposes of this section, be considered as money re-
ceived by the taxpayer upon the exchange. In any
suit or proceeding where the burden is on the tax-
payer to prove that such assumption or acquisition
is not to be considered as money received by the tax-
payer, such burden shall not be considered as sus-
tained unless the taxpayer sustains such burden by
the clear preponderance of the evidence. (53 Stat. 37,
as amended June 29, 1939, 10 p. m. E. S. T., e. 247.
Title II, § 213 (a)-(c), 53 Stat. 870.)

'So in original. Probably should read " (7)
Act Aug. 10, 1939, c. 666, Title IX, § 910, 53 Stat. 1402,

provided as follows: "(a) The provisions of section 213(f)
of the Revenue Act of 1939 [set out in note under this see-
tion] shall apply without regard to the exception therein
provided, if (1) the taxpayer in the determination referred
to In such exception is a corporation, (2) such determina-
tion Is by a decision of the Board of Tax Appeals or of a
court, (3) under the law applicable to the taxable year In
which the exchange occurred, the basis of the property,
acquired upon the exchange from the taxpayer by the party
assuming a liability of the taxpayer or acquiring the prop-
erty subject to a liability, is the cost to such party of the
property acquired upon the exchange, and (4) the taxpayer
n pursuance of the plan of reorganization effected a com-

plete liquidation immediately subsequent to the exchange.
"(b) No overpayment determined to have been made for

any taxable year by reason of the provisions of paragraph
(a) of this section shall be refunded or credited unless a
claim for refund is filed within the period of limitations
otherwise provided by law for filing a claim for refund for
such taxable year, or within one year from the date of
enactment of the Revenue Act of 1939 [approved June 29,
1939, 10 p. m. E. S. T.], whichever of such periods expires
the later. No Interest shall be allowed or paid on the
amount of any overpayment refunded or credited by reason
of the provisions of this section."

Act June 29, 1939, 10 p. m. E. S. T.. c. 247, Title 11.
213 (f)-(h), 53 Stat. 871, provided as follows: "(f) As-
suMPTION Or LIABILITY NOT RECOGNIZED UNDID PaRiO AcTs.-

"(1) Where upon an exchange occurring in a taxable year
ending after December 31, 1923, and beginning before Janu-
ary 1, 1939, the taxpayer received as part of the considera-
tion property which would be permitted by subsection (b)
(4) or (5) of section 112 of the Revenue Act of 1938, or
the corresponding provisions of the Revenue Act of 1924 or
subsequent revenue Acts, to be received without the recog-
nition of gain if it were the sole consideration, and as part
of the consideration another party to the exchange assumed
a liability of the taxpayer or acquired from the taxpayer
property subject to a liability, such assumption or acquisi-
tion shall not be considered as 'other property or money'
received by the taxpayer within the meaning of subsection
(c), (d), or (e) of section 112 of the Revenue Act of 1938,
or the corresponding provisions of the Revenue Act of 1924
or subsequent revenue Acts, and shall not prevent the ex-
change from being within the provisions of subsection (b)
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(4) or (5) of section 112 of the Revenue Act of 1938, or the
,corresponding provisions of the Revenue Act of 1924 or sub-
sequent revenue Acts; except that if, in the determination
of the tax liability of such taxpayer for the taxable year
in which the exchange occurred, by a decision of the Board
of Tax Appeals or of a court which became final before the
ninetieth day after the date of enactment of the Revenue
Act of 1939, or by a closing agreement, gain was recognized
to such taxpayer by reason of such assumption or acquisition
of property, then for the purposes of section 112 of the
Revenue Act of 1938, and corresponding provisions of the
Revenue Act of 1924 or subsequent revenue Acts. such as-
sumption or acquisition (in the amount of the liability con-
sidered in computing the gain) shall be considered as money
received by the taxpayer upon the exchange.

"(2) Paragraph (1) shall be effective with respect to the
Revenue Act of 1924 and subsequent revenue Acts as of the
date of enactment of each such Act.

"(g) DEFINITION OF REORGANIZATION UNDER PRIOR ACTS.-
"(1) Section 112 (g) (1) of the Revenue Acts of 1938.

1936. and 1934 are amended to read as follows:
"'(1) The term "reorganization" means (A) a statutory

merger or consolidation, or (B) the acquisition by one cor-
poration, in exchange solely for all or a part of its voting
stock, of substantially all the properties of another corpo-
ration, but in determining whether the exchange is solely for
voting stock the assumption by the acquiring corporation of
a liability of the other, or the fact that property acquired
is subject to a liability, shall be disregarded; or the acqui-
sition by one corporation in exchange solely for all or a part
of its voting stock of at least 80 per centum of the voting
stock and at least 80 per centum of the total number of
shares of all other classes of stock of another corporation,
or (C) a transfer by a corporation of all or a part of its
-assets to another corporation If immediately after the trans-
fer the transferor or its shareholders or both are In control
of the corporation to which the assets are transferred, or
t(D) a recapitalization, or (E) a mere change in identity,
orm, or place of organization, however effected.'"(2) The amendments made by paragraph (1) to the

respective Acts amended shall be effective as to each of such
Acts as of the date of enactment of such Act.

"(h) SUBSTANTIALLY PROPORTIONATE INTERESTS UNDER
PRIOR ACTS.-

"(1) Section 112 (b) (5) of the Revenue Acts of 1938, 1936,
1934. 1932, and 1928, and section 203 (b) (4) of the Reve-
nue Acts of 1926 and 1924 are amended by inserting at the
Cnd thereof the following: IWhere the transferee assumes a
liability of a transferor, or where the property of a trans-
feror is transferred subject to a liability, then for the pur-
pose only of determining whether the amount of stock or
securities received by each of the transferors is in the pro-
portion required by this paragraph, the amount of such
liability (if under section 213 of the Revenue Act of 1939 it
is not considered as "other property or money") shall be
considered as stock or securities received by such transferor.
If, as the result of a determination of the tax liability of
the taxpayer for the taxable year in which the exchange
occurred, by a decision of the Board of Tax Appeals or of
a court which became final before the ninetieth day after
the date of the enactment of the Revenue Act of 1939, or by
a closing agreement, the treatment of the amount of such
liability was different from the treatment which would result
from the application of the preceding sentence, such sen-
tence shall not apply and the result of such determination
shall be deemed proper.'

"(2) The amendments made by paragraph (1) to the re-
spective Acts amended shall be effective as to each of such
Acts as of the date of enactment of such Act."

Subsec. (b), par. (5), last sentence was added by Act
June 29. 1939. cited to text. and made applicable to taxable
years beginning after December 31, 1938 by § 213 (e) of said
act.

Subsec. (g), par. (1) was amended by Act June 29, 1939,
-cited to text, and made applicable to taxable years be-
ginning after December 31, 1938 by § 213 (e) of said act.

Subsec. (k) was added by Act June 29, 1939, cited to
text, and made applicable to taxable years beginning after
December 31. 1938 by § 213 (e) of said act.

Derived from Act May 28, 1938, c. 289, § 112, 52 Stat.
485.

Similar provisions. Acts June 22, 1936, c. 690, § 112, 49
Stat. 1678; May 10, 1934, c. 277, § 112, 48 Stat. 704, as
amended by Act Aug. 30, 1935, c. 829, § 110, 49 Stat. 1020;
June 6, 1632, c. 209, § 112, 47 Stat. 196; May 29, 1928, c.
852, § 112, 45 Stat. 816; Feb. 26, 1926, c. 27, § 203, 44
Stat. 12; June 2, 1924, c. 234, § 203, 43 Stat. 256; Nov.
23, 1921, c. 136, § 202, 42 Stat. 229, as amended by Act
Mar. 4, 1923, c. 294, §§ 1, 2, 42 Stat. 1560; Feb. 24, 1919,
e. 18, § 202, 40 Stat. 1060.

§ 113. Adjusted basis for determining gain or loss-
(a) Basis (unadjusted) of property. The basis of
property shall be the cost of such property; except
that-

(1) Inventory value. If the property should have
been included in the last inventory, the basis shall
be the last inventory value thereof.

(2) Gifts after December 31, 1920. If the property
was acquired by gift after December 31, 1920, the
basis shall be the same as it would be in the hands
of the donor or the last preceding owner by whom
it was not acquired by gift, except that for the pur-
pose of determining loss the basis shall be the basis

so determined or the fair market value of the property
at the time of the gift, whichever is lower. If the
facts necessary to determine the basis in the hands
of the donor or the last preceding owner are unknown
to the donee, the Commissioner shall, if possible, ob-
tain such facts from such donor or last preceding
owner, or any other person cognizant thereof. If
the Commissioner finds it impossible to obtain such
facts, the basis in the hands of such donor or last
preceding owner shall be the fair market value of
such property as found by the Commissioner as of
the date or approximate date at which, according to
the best information that the Commissioner is able
to obtain, such property was acquired by such donor
or last preceding owner.

(3) Transfer in trust after December 31, 1920. If
the property was acquired after December 31, 1920, by
a transfer in trust (other than by a transfer in trust
by a bequest or devise) the basis shall be the same
as it would be in the hands of the grantor, increased
in the amount of gain or decreased in the amount of
loss recognized to the grantor upon such transfer
under the law applicable to the year in which the
transfer was made.

(4) Gift or transfer in trust before January 1, 1921.
If the property was acquired by gift or transfer in
trust on or before December 31, 1920, the basis shall
be the fair market value of such property at the time
of such acquisition.

(5) Property transmitted at death. If the prop-
erty was acquired by bequest, devise, or inheritance,
or by the decedent's estate from the decedent, the
basis shall be the fair market value of such property
at the time of such acquisition. In the case of prop-
erty transferred in trust to pay the income for life
to or upon the order or direction of the grantor, with
the right reserved to the grantor at all times prior
to his death to revoke the trust, the basis of such
property in the hands of the persons entitled under
the terms of the trust instrument to the property
after the grantor's death shall, after such death, be
the same as if the trust instrument had been a will
executed on the day of the grantor's death. For the
purpose of this paragraph property passing without
full and adequate consideration under a general power
of appointment exercised by will shall be deemed to
be property passing from the individual exercising
such power by bequest or devise. If the property was
acquired by bequest, devise, or inheritance, or by the
decedent's estate from the decedent, and if the de-
cedent died after August 26, 1937, and if the property
consists of stock or securities of a foreign corpora-
tion, which with respect to its taxable year next
preceding the date of the decedent's death was, un-
der the law applicable to such year, a foreign per-
sonal holding company, then the basis shall be the
fair market value of such property at the time of
such acquisition or the basis in the hands of the
decedent, whichever is lower.

(6) Tax-free exchanges generally. If the property
was acquired, after February 28, 1913, upon an ex-
change described in section 112 (b) to (e), inclusive,
the basis (except as provided in paragraphs (15),
(17), or (18) of this subsection) shall be the same
as In the case of the property exchanged, decreased
in the amount of any money received by the taxpayer
and increased in the amount of gain or decreased in
the amount of loss to the taxpayer that was recognized
upon such exchange under the law applicable to the
year in which the exchange was made. If the prop-
erty so acquired consisted in part of the type of
property permitted by section 112 (b) to be received
without the recognition of gain or loss, and in part
of other property, the basis provided in this para-
graph shall be allocated between the properties (other
than money) received, and for the purpose of the
allocation there shall be assigned to such other prop-
erty an amount equivalent to its fair market value
at the date of the exchange. Where as part of the
consideration to the taxpayer another party to the
exchange assumed a liability of the taxpayer or
acquired from the taxpayer property subject to a
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liability, such assumption or acquisition (in the
amount of the liability) shall, for the purposes of
this paragraph, be considered as money receivqd by
the taxpayer upon the exchange. This paragraph
shall not apply to property acquired by a corporation
by the issuance of its stock or securities as the con-
sideration in whole or in part for the transfer of the
property to it.

(7) Transfers to corporation. If the property was
acquired-

(A) after December 31, 1917, and in a taxable year
beginning before January 1, 1936, by a corporation in
connection with a reorganization, and immediately
after the transfer an interest or control in such prop-
erty of 50 per centum or more remained in the same
persons or any of them, or

(B) in a taxable year beginning after December 31,
1935, by a corporation in connection with a reorgani-
zation,

then the basis shall be the same as it would be
in the hands of the transferor, increased in the
amount of gain or decreased in the amount of loss
recognized to the transferor upon such transfer under
the law applicable to the year in which the transfer was
made. This paragraph shall not apply if the property
acquired consists of stock or securities in a corporation
a party to the reorganization, unless acquired by
the issuance of stock or securities of the transferee as
the consideration in whole or in part for the transfer.

(8) Property acquired by issuance of stock or as
paid-in surplus. If the property was acquired after
December 31, 1920, by a corporation-

(A) by the issuance of its stock or securities In con-
nection with a transaction described in section 112 (b)
(5) (including, also, cases where part of the consider-
ation for the transfer of such property to the corpora-
tion was property or money, in addition to such stock
or securities), or

(B) as paid-in surplus or as a contribution to capital,
then the basis shall be the same as it would be in the
hands of the transferor, increased in the amount of
gain or decreased in the amount of loss recognized to
the transferor upon such transfer under the law appli-
cable to the year in which the transfer was made.

(9) Involuntary conversion. If the property was
acquired, after February 28, 1913, as the result of a
compulsory or involuntary conversion described in
section 112 (f), the basis shall be the same as in the
case of the property so converted, decreased in the
amount of any money received by the taxpayer which
was not expended in accordance with the provisions of
law (applicable to the year in which such conversion
was made) determining the taxable status of the gain
or loss upon such conversion, and increased in the
amount of gain or decreased in the amount of loss to
the taxpayer recognized upon such conversion under
the law applicable to the year in which such conversion
was made.

(10) Wash sales of stock. If the property consists
of stock or securities the acquisition of which (or the
contract or option to acquire which) resulted in .the
nondeductibility (under section 118 of this chapter or
corresponding provisions of prior income tax laws,
relating to wash sales) of the loss from the sale or
other disposition of substantially identical stock or
securities, then the basis shall be the basis of the stock
or securities so sold or disposed of, increased or de-
creased, as the case may be, by the difference, if any,
between the price at which the property was acquired
and the price at which such substantially identical stock
or securities were sold or otherwise disposed of.

(11) Property acquired during affiliation. In the
case of property acquired by a corporation, during a
period of affiliation, from a corporation with which it
was affiliated, the basis of such property, after such
period of affiliation, shall be determined, in accordance
with regulations prescribed by the Commissioner with
,the approval of the Secretary, without regard to inter-
company transactions in respect of which gain or loss
was not recognized. For the purposes of this para-
graph, the term " period of affiliation" means the period

during which such corporations were affiliated (deter-
mined in accordance with the law applicable thereto)
but does not include any taxable year beginning on or
after January 1, 1922, unless a consolidated return was
made, nor any taxable year after the taxable year 1928.
The basis in case of property acquired by a corporation
during any period, in the taxable year 1929 or any sub-
sequent taxable year, in respect of which a consoli-
dated return is made by such corporation under sec-
tion 141 of this chapter or the Revenue Act of 1928, 45
Stat. 831, or the Revenue Act of 1932, 47 Stat. 213, or
the Revenue Act of 1934, 48 Stat. 720, or the Revenue
Act of 1936, 49 Stat. 1698, shall be determined in ac-
cordance with regulations prescribed under section 141
(b) of this chapter or the Revenue Act of 1928 or
the Revenue Act of 1932 or the Revenue Act of 1934
or the Revenue Act of 1936. The basis in the case of
property held by a corporation during any period, in
the taxable year 1929 or any subsequent taxable year,
in respect of which a consolidated return is made by
such corporation under section 141 of this chapter or
the Revenue Act of 1928 or the Revenue Act of 1932 or
the Revenue Act of 1934 or the Revenue Act of 1936,
shall be adjusted in respect of any items relating to
such period, in accordance with regulations prescribed
under section 141 (b) of this chapter or the Revenue
Act of 1928 or the Revenue Act of 1932 or the Revenue
Act of 1934 or the Revenue Act of 1936, applicable to
such period.

(12) Basis established by Revenue Act of 1932. If
the property was acquired, after February 28, 1913,
in any taxable year beginning prior to January 1,
1934, and the basis thereof, for the purposes of the
Revenue Act of 1932, 47 Stat. 199, was prescribed by
section 113 (a) (6), (7), or (9) of such Act, then
for the purposes of this chapter the basis shall be
the same as the basis therein prescribed in the
Revenue Act of 1932.

(13) Partnerships. If the property was acquired,
after February 28, 1913, by a partnership and the
basis is not otherwise determined under any other
paragraph of this subsection, then the basis shall be
the same as it would be in the hands of the transferor,
increased in the amount of gain or decreased in the
amount of loss recognized to the transferor upon such
transfer under the law applicable to the year in which
the transfer was made. If the property was distrib-
uted in kind by a partnership to any partner, the
basis of such property in the hands of the partner
shall be such part of the basis in his hands of his
partnership interest as is properly allocable to such
property.

(14) Property acquired before March 1, 1913. In
the case of property acquired before March 1, 1913,
if the basis otherwise determined under this subsec-
tion, adjusted (for the period prior to March 1, 1913)
as provided in subsection (b), is less than the fair
market value of the property as of March 1, 1913,
then the basis for determining gain shall be such fair
market value. In determining the fair market value
of stock in a corporation as of March 1, 1913, due
regard shall be given to the fair market value of the
assets of the corporation as of that date.

(15) Property received by a corporation on com-
plete liquidation of another. If the property was
received by a corporation upon a distribution in com-
plete liquidation of another corporation within the
meaning of section 112 (b) (6), then the basis shall
be the same as it would be in the hands of the trans-
feror. The basis of property with respect to which
election has been made in pursuance of the last sen-
tence of section 113 (a) (15) of the Revenue Act of
1936, as amended, shall, in the hands of the corpora-
tion making such election, be the basis prescribed in
the Revenue Act of 1934, as amended.

(16) Basis established by revenue act of 1934. If
the property was acquired, after February 28, 1913,
in any taxable year beginning prior to January 1,
1936, and the basis thereof, for the purposes of the
Revenue Act of 1934 was prescribed by section 113 (a)
(6), (7), or (8) of such Act, then for the purposes of
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this chapter the basis shall be the same as the basis
therein prescribed in the Revenue Act of 1934.

(17) Property acquired in connection with ex-
changes and distributions in obedience to certain
orders of securities and exchange commission. If
the property was acquired in any manner described
in section 372, the basis shall be that prescribed in
such section with respect to such property.

(18) Property received in certain corporate liquida-
tions. If the property was acquired by a shareholder
in the liquidation of a corporation in cancellation or
redemption of stock with respect to which gain was
realized, but with respect to which, as the result of
an election made by him under paragraph (7) of
section 112 (b), of the Revenue Act of 1938, 52 Stat.
487, the extent to which gain was recognized was de-
termined under such paragraph, then the basis shall
be the same as the basis of such stock cancelled or
redeemed in the liquidation, decreased in the amount
of any money received by him, and increased in the
amount of gain recognized to him.

(19) Property acquired by corporate stock distri-
bution. (A) If the property was acquired by a
shareholder in a corporation and consists of stock in
such corporation, or rights to acquire such stock,
acquired by him after February 28, 1913, in a distri-
bution by such corporation (hereinafter in this para-
graph called "new stock"), or consists of stock In
respect of which such distribution was made (herein-
after in this paragraph called "old stock") and

(i) the new stock was acquired in a taxable year
beginning before January 1, 1936; or

(ii) the new stock was acquired in a taxable year
beginning after December 31, 1935, and its distribu-
tion did not constitute income to the shareholder
within the meaning of the Sixteenth Amendment to
the Constitution;

then the basis of the new stock and of the old stock,
respectively, shall, in the shareholder's hands, be de-
termined by allocating between the old stock and the
new stock the adjusted basis of the old stock; such
allocation to be made under regulations which shall
be prescribed by the Commissioner with the approval
of the Secretary.

(B) Where the new stock consisted of rights to
acquire stock and such rights were sold in a taxable
year beginning before January 1, 1939, and there was
included in the gross income for such year the entire
amount of the proceeds of such sale, then, if before
the date of the enactment of the Revenue Act of
19392 the taxpayer has not asserted (by claim for a
refund or credit or otherwise) that any part of the
proceeds of the sale of such new stock should be ex-
cluded from gross income for the year of its sale, the
basis of the old stock shall be determined without
regard to subparagraph (A) ; and no part of the pro-
ceeds of the sale of such new stock shall ever be
excluded from the gross income of the year of such
sale.

(C) Subparagraph (A) shall not apply if the new
stock was acquired in a taxable year beginning before
January 1, 1936, and there was included, as a divi-
dend, in gross income for such year an amount on
account of such stock, and after such inclusion such
amount was not (before the date of the enactment of
the Revenue Act of 1939) excluded from gross in-
come for such year.

(D) Subparagraph (A) shall not apply if the new
stock or the old stock was sold or otherwise disposed
of in a taxable year beginning prior to January 1,
1936, and the basis (determined by a decision of a
court or the Board of Tax Appeals, or a closing agree-
ment, and the decision or agreement became final
before the ninetieth day after the date of the enact-
ment of the Revenue Act of 1939) for determining
gain or loss on such sale or other disposition was as-
certained by a method other than that of allocation
of the basis of the old stock. (As amended June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, §§ 213 (d),
214 (a), 53 Stat. 871, 872.)

(b) Adjusted basis. The adjusted basis for deter-
mining the gain or loss from the sale or other dispo-
sition of property, whenever acquired, shall be the
basis determined under subsection (a), adjusted as
hereinafter provided.

(1) General rule. Proper adjustment in respect of
the property shall in all cases be made-

(A) For expenditures, receipts, losses, or other
items, properly chargeable to capital account, includ-
ing taxes and other carrying charges on unimproved
and unproductive real property, but no such adjust-
ment shall be made for taxes or other carrying
charges for which deductions have been taken by the
taxpayer in determining net income for the taxable
year or prior taxable years;

(B) in respect of any period since February 28,
1913, for exhaustion, wear and tear, obsolescence,
amortization, and depletion, to the extent allowed
(but not less than the amount allowable) under this
chapter or prior income tax laws. Where for any
taxable year prior to the taxable year 1932 the de-
pletion allowance was based on discovery value or
a percentage of income, then the adjustment for
depletion for such year shall be based on the deple-
tion which would have been allowable for such year
if computed without reference to discovery value or
a percentage of income;

(C) in respect of any period prior to March 1, 1913,
for exhaustion, wear and tear, obsolescence, amorti-
zation, and depletion, to the extent sustained;

(D) in the case of stock (to the extent not pro-
vided for in the foregoing subparagraphs) for the
amount of distributions previously made which, under
the law applicable to the year in which the distribu-
tion was made, either were tax-free or were appli-
cable in reduction of basis (not including distribu-
tions made by a corporation, which was classified as
a personal service corporation under the provisions
of the Revenue Act of 1918, Feb. 24, 1919, c. 18, 40
Stat. 1057, or the Revenue Act of 1921, Nov. 23, 1921,
c. 136, 42 Stat. 227, out of Its earnings or profits
which were taxable in accordance with the provi-
sions of section 218 of the Revenue Act of 1918 or
1921) ;

(E) to the extent provided in section 337 (f) in
the case of the stock of United States shareholders
in a foreign personal holding company; and

(F) to the extent provided in section 28 (h) In
the case of amounts specified in a shareholder's con-
sent made under section 28.

(G) in the case of property pledged to the Com-
modity Credit Corporation, to the extent of the amount
received as a loan from the Commodity Credit Cor-
poration and treated by the taxpayer as income for
the year in which received pursuant to section 123
of this chapter, and to the extent of any deficiency
on such loan with respect to which the taxpayer has
been relieved from liability.

(2) Substituted b a s i s. The term "substituted
basis" as used in this subsection means a basis de-
termined under any provision of subsection (a) of
this section or under any corresponding provision of
a prior income tax law, providing that the basis shall
be determined-

(A) by reference to the basis in the hands of a
transferor, donor, or grantor, or

(B) by reference to other property held at any
time by the person for whom the basis is to be
determined.

Whenever it appears that the basis of property in
the hands of the taxpayer is a substituted basis, then
the adjustments provided in paragraph (1) of this
subsection shall be made after first making in respect
of such substituted basis proper adjustments of a
similar nature in respect of the period during which
the property was held by the transferor, donor, or
grantor, or during which the other property was held
by the person for whom the basis is to be determined.
A similar rule shall be applied in the case of a series
of substituted bases.
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(3) Discharge of indebtedness. Where in the case
of a corporation any amount is excluded from gross
income under section 22 (b) (9) on account of the
discharge of indebtedness the whole or a part of the
amount so excluded from gross income shall be applied
in reduction of the basis of any property held
(whether before or after the time of the discharge)
by the taxpayer during any portion of the taxable
year in which such discharge occurred. The amount
to be so applied (not in excess of the amount so ex-
cluded from gross income, reduced by the amount of
any deduction disallowed under section 22 (b) (9))
and the particular properties to which the reduction
shall be allocated, shall be determined under regula-
tions (prescribed by the Commissioner with the ap-
proval of the Secretary) in effect at the time of the
filing of the consent by the taxpayer referred to in
section 22 (b) (9). The reduction shall be made as
of the first day of the taxable year in which the dis-
charge occurred except in the case of property not
held by the taxpayer on such first day, in which case
it shall take effect as of the time the holding of the
taxpayer began. (53 Stat. 40, as amended June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, §§ 213 (d),
214 (a), 215 (b), 223 (b), 53 Stat. 871, 872, 879.)

Act June 29, 1939, 10 p. m. E. S. T., c. 247, Title II, 4 213
(i), 53 Stat. 872, provided as follows: "(i) BASIS UNDER PRIOR
ACTS.-

"(1) Section 113 (a) (6) of the Revenue Acts of 1938,
1936, 1934, 1932. and 1928, and section 204 (a) (6) of the
Revenue Acts of 1926 and 1924 are amended by inserting before
the last sentence thereof the following: ' Where as part of
the consideration to the taxpayer another party to the exchange
assumed a liability of the taxpayer or acquired from the tax-
payer property subject to a liability, such assumption or
acquisition (in the amount of the liability) shall, for the pur-
poses of this paragraph, be considered as money received by
the taxpayer upon the exchange.'

1"(2) The amendments made by paragraph (1) to the respec-
tive Acts amended shall be effective as to each of such Acts
as of the date of enactment of such Act."

Act June 29, 1939, 10 p. m. E. S. T., c. 247, Title 11, § 214
(e) and (f), 53 Stat. 871, provided as follows: "(e) BASIS
UNDEn PRIOR ACTS.-The following rules shall be applied, for
the purposes of the Revenue Act of 1938 or any prior revenue
Act as if such rules were a part of each such Act when it was
enacted, in determining the basis of property acquired by a
shareholder In a corporation which consists of stock in such
corporation, or rights to acquire such stock, acquired by him
after February 28, 1913, In a distribution by such corporation
(hereinafter In this subsection called 'new stock '), or consist-
ing of stock in respect of which such distribution was made
(hereinafter in this subsection called ' old stock') if the new
stock was acquired In a taxable-year beginning before January
1, 1936, or acquired in a taxable year beginning after Decem-
ber 31. 1935, and its distribution did not constitute income
to the shareholder within the meaning of the Sixteenth Amend-
ment to the Constitution:

"(1) The basis of the new stock and of the old stock, re-
spectively, shall, In the shareholder's hands, be determined
by allocating between the old stock and the new stock the
adjusted basis of the old stock; such allocation to be made
under regulations which shall be prescribed by the Commis-
sioner with the approval of the Secretary.

"(2) Where the new stock consisted of rights to acquire
stock and such rights were sold and there was Included in the
gross income for the taxable year of the sale the entire amount
of the proceeds of such sale, then, If before the date of the
enactment of this Act the taxpayer has not asserted (by claim
for a refund or credit or otherwise) that any part of the pro-
ceeds of the sale of such new stock should be excluded from
gross income for the year of its sale, the basis of the old stock
shall be determined without regard to paragraph (1) and no
part of the proceeds of the sale of such new stock shall ever
be excluded from the gross income of the year of such sale.

"(3) Paragraph (1) shall not apply if the new stock was
acquired in a taxable year beginning before January 1, 1936.
and there was included, as a dividend, in gross Jcome for
such year an amount on account of such stock, and after such
inclusion such amount was not (before the date of the enact-
ment of this Act) excluded from gross income for such year.

"(4) Paragraph (1) shall not apply if the new stock or the
old stock was sold or otherwise disposed of in a taxable year
beginning before January 1, 1936. and the basis (determined
bya decision of a court or the Board of Tax Appeals, or a
closing agreement, and the decision or agreement became final
before the ninetieth day after the date of the enactment of
this Act) for determining gain or loss on such sale or other
disposition was ascertained by a method other than that of
allocation of the basis of the old stock.

"(f) DETERMINATION UNDER PRIoR ACTS OF PERIOD FOR
WHICH HELD.-For the purposes of the Revenue Act of 1938
or any prior revenue Act, In determining the period for which
the taxpayer has held stock or rights to acquire stock, received
upon a distribution, If the basis of such stock or rights is
determined under section 214 (e) (1) of the Revenue Act of
1939, there shall (under regulations which shall be prescribed
by the Commissioner with the approval of the Secretary) be
included the period for which he held the stock in the distrib-
uting corporation prior to the receipt of such stock or rights

upon such distribution. This subsection shall be applicable as
if it were a part of each such Act when such Act was enacted."

Subsec. (a), par. (6), next to last sentence was added
by Act June 29, 1939, cited to text, and made applicable
to taxable years beginning after December 31, 1938, by
§ 213 (e) of said act.

Subsec. (a), par. (19), was added by Act June 29, 1939,
cited to text, and made applicable to taxable years begin-
ning after December 31, 1938, by § 214 (d) of said act.

Subsec. (b), par. (1), subpai. (G) was added by Act June
29, 1939, cited to text, and made applicable to taxable
years beginning after December 31, 1938, by § 223 (c) of said
act.

Subsec. (b), par. (3), was added by Act June 29, 1939,
cited to text, and made applicable to taxable years begin-
ning after December 31, 1938, by § 215 (c) of said act.

Derived from Act May 28, 1938, c. 289, § 113, 52 Stat.
490.

Similar provisions. Acts June 22, 1936, c. 690, § 113. 49
Stat. 1682; May 10, 1934, c. 277, § 113, 48 Stat. 706; June
6, 1932, c. 209, § 113, 47 Stat. 198; May 29, 1928, c. 852,
§ 113, 45 Stat. 818; Feb. 26, 1926, c. 27, § 204, 44 Stat. 14;
June 2, 1924. c. 234, § 204, 43 Stat. 258; Nov. 23, 1921,
c. 136,§ 202, 42 Stat. 229, as amended by Act Mar. 4,
1923, c. 294, §§ 1, 2, 42 Stat. 1560; Feb. 24, 1919, c. 18,

202, 40 Stat. 1060; Sept. 8, 1916, c. 463, §§ 2, 10, 39
tat. 757, 765, as amended by Act Oct. 3, 1917, c. 63, §§

1200, 1206, 40 Stat. 329, 333.
Basis for determining gain or loss on new vessel acquired

In exchange for obsolete vessel under Merchant Marine Act
section 1101 et seq. of Title 46, see section 1160 (e) oi
Title 46, Shipping.

§ 114. Basis for depreciation and depletion-(a)
Basis for depreciation. The basis upon which ex-
haustion, wear and tear, and obsolescence are to be
allowed in respect of any property shall be the ad-
justed basis provided in section 113 (b) for the
purpose of determining the gain upon the sale or other
disposition of such property.
(b) Basis for depletion-(1) General rule. The

basis upon which depletion is to be allowed in re-
spect of any property shall be the adjusted basis
provided in section 113 (b) for the purpose of de-
termining the gain upon the sale or other disposition
of such property, except as provided in paragraphs
(2), (3), and (4) of this subsection.

(2) Discovery value in case of mines. In the case
of mines (other than metal, coal, or sulphur mines)
discovered by the taxpayer after February 28, 1913,
the basis for depletion shall be the fair market value
of the property at the date of discovery or within
thirty days thereafter, if such mines were not acquired
as the result of purchase of a proven tract or lease,
and if the fair market value of the property is ma-
terially disproportionate to the cost. The depletion
allowance under section 23 (m) based on discovery
value provided in this paragraph shall not exceed 50
per centum of the net income of the taxpayer (com-
puted without allowance for depletion) from the prop-
erty upon which the discovery was made, except that
in no case shall the depletion allowance under section
23 (m) be less than it would be if computed without
reference to discovery value. Discoveries shall in-
clude minerals in commercial quantities contained
within a vein or deposit discovered in an existing
mine or mining tract by the taxpayer after February
28, 1913, if the vein or deposit thus discovered was
not merely the uninterrupted extension of a con-
tinuing commercial vein or deposit already known to
exist, and if the discovered minerals are of sufficient
value and quantity that they could be separately
mined and marketed at a profit.

(3) Percentage depletion for oil and gas wells. In
the case of oil and gas wells the allowance for de-
pletion under section 23 (in) shall be 271/2 per centum
of the gross income from the property during the
taxable year, excluding from such gross income an
amount equal to any rents or royalties paid or in-
curred by the taxpayer in respect of the property.
Such allowance shall not exceed 50 per centum of the
net income of the taxpayer (computed without al-
lowance for depletion) from the property, except that
in no case shall the depletion allowance under section
23 (m) be less than it would be if computed without
reference to this paragraph.

(4) Percentage depletion for coal and metal mines
and sulphur. The allowance for depletion under sec-,
tion 23 (m) shall be, in the case of coal mines, 5 per
centum, in the case of metal mines, 15 per centum, and,
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in the case of sulphur mines or deposits, 23 per centum,
of the gross income from the property during the tax-
able year, excluding from such gross income an amount
equal to any rents or royalties paid or incurred by the
taxpayer in respect of the property. Such allowance
shall not exceed 50 per centum of the net income of the
taxpayer (computed without allowance for depletion)
from the property. A taxpayer making his first return
under this chapter in respect of a property shall state
whether he elects to have the depletion allowance for
such property for the taxable year for which the return
is made computed with or without regard to percentage
depletion, and the depletion allowance in respect of
such property for such year shall be computed accord-
ing to the election thus made. If the taxpayer fails to
make such statement in the return, the depletion allow-
ance for such property for such year shall be computed
without reference to percentage depletion. The method,
determined as above, of computing the depletion allow-
ance shall be applied in the case of the property for all
taxable years in which it is in the hands of such tax-
payer, or of any other person if the basis of the prop-
erty (for determining gain) in his hands is, under sec-
tion 113, determined by reference to the basis in the
hands of such taxpayer, either directly or through one
or more substituted bases, as defined in that section.
The above right of election shall be subject to the
qualification that this paragraph shall, for the purpose
of determining whether the method of computing the
depletion allowance follows the property, be considered
a continuation of section 114 (b) (4) of the Revenue
Act of 1934, 48 Stat. 710, and the Revenue Act of 1936,
49 Stat. 1686, and the Revenue Act of 1938, 52 Stat.
494, and as giving no new election in cases where either
of such sections would, if applied, give no new election.
(53 Stat. 45.)

Derived from Act May 28, 1938, c. 289, § 114. 52 Stat. 494.
Similar provisions. Acts June 22, 1936, c. 690, § 114, 49

Stat. 1686; May 10, 1934, c. 277, § 114, 48 Stat. 710; June
6, 1932, c. 209, § 114, 47 Stat. 202; May 29, 1928 c 852,
§ 114, 45 Stat. 821 ; Feb. 26, 1926, c. 27, § 204, 44 Stat. 14;
June 2, 1924, c. 234, J 204, 43 Stat. 258.

§ 115. Distributions by corporations-(a) Definition
of dividend. The term "dividend" when used in this
chapter (except in section 203 (a) (3) and section 207
(c) (1), relating to insurance companies) means any
distribution made by a corporation to its shareholders,
whether in money or in other property, (1) out of its
earnings or profits accumulated after February 28,
1913, or (2) out of the earnings or profits of the taxable
year (computed as of the close of the taxable year
without diminution by reason of any distributions made
during the taxable year), without regard to the amount
of the earnings and profits at the time the distribution
was made.

(b) Source of distributions. For the purposes of
this chapter every distribution is made out of earnings
or profits to the extent thereof, and from the most re-
cently accumulated earnings or profits. Any earnings
or profits accumulated, or increase in value of property
accrued, before March. 1, 1913, may be distributed ex-
empt from tax, after the earnings and profits accumu-
lated after February 28, 1913, have been distributed,
but any such tax-free distribution shall be applied
against and reduce the adjusted basis of the stock pro-
vided in section 113.

(c) Distributions in liquidation. Amounts dis-
tributed in complete liquidation of a corporation shall
be treated as in full payment in exchange for the
stock, and amounts distributed in partial liquidation
of a corporation shall be treated as in part or full
payment in exchange for the stock. The gain or loss
to the distributee resulting from such exchange shall
be determined under section 111, but shall be recog-
nized only to the extent provided in section 112.
Despite the provisions of section 117, the gain so rec-
ognized shall be considered as a short-term capital
gain, except in the case of amounts distributed in com-
plete liquidation. For the purpose of the preceding
sentence, " complete liquidation " includes any one of
a series of distributions made by a corporation in
complete cancellation or redemption of all of its stock

in accordance with a bona fide plan of liquidation
and under which the transfer of the property under
the liquidation is to be completed within a time speci-
fied in the plan, not exceeding, from the close of the
taxable year during which is made the first of the
series of distributions under the plan, (1) three years,
if the first of such series of distributions is made in a
taxable year beginning after December 31, 1937, or
(2) two years, if the first of such series of distribu-
tions was made in a taxable year beginning before
January 1, 1938. In the case of amounts distributed
(whether before January 1, 1939, or on or after such
date) in partial liquidation (other than a distribu-
tion to which the provisions of subsection (h) of this
section are applicable) the part of such distribution
which is properly chargeable to capital account shall
not be considered a distribution of earnings or profits.
If any distribution in complete liquidation (including
any one of a series of distributions made by the cor-
poration in complete cancellation or redemption of
all its stock) is made by a foreign corporation which
with respect to any taxable year beginning on or before,
and ending after, August 26, 1937, was a foreign per-
sonal holding company, and with respect to which a
United States group (as defined in section 331 (a) (2))
existed after August 26, 1937, and before January 1,
1938, then, despite the foregoing provisions of this
subsection, the gain recognized resulting from such
distribution shall be considered as a short-term capital
gain-

(1) Unless such liquidation is completed before July
1, 1938; or

(2) Unless (if it is established to the satisfaction of
the Commissioner by evidence submitted before July 1,
1938, that due to the laws of the foreign country in
which such corporation is incorporated, or for other
reason., it is or will be impossible to complete the
liquidation of such company before such date) the
liquidation is completed on or before such date as
the Commissioner may find reasonable, but not later
than December 31, 1938.

(d) Other distributions from capital. If any dis-
tribution made by a corporation to its shareholders
is not out of increase in value of property accrued
before March 1, 1913, and is not a dividend, then
the amount of such distribution shall be applied against
and reduce the adjusted basis of the stock provided
in section 113, and if in excess of such basis, such
excess shall be taxable in the same manner as a gain
from the sale or exchange of property. This sub-
section shall not apply to a distribution in partial or
complete liquidation or to a distribution which, under
subsection (f) (1), is not treated as a dividend,
whether or not otherwise a dividend. (As amended
June 29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 214 (b),
53 Stat. 873.)

(e) Distributions by personal service corporations.
Any distribution made by a corporation, which was
classified as a personal service corporation under the
provisions of the Revenue Act of 1918 or the Revenue
Act of 1921, out of its earnings or profits which were
taxable in accordance with the provisions of section
218 of the Revenue Act of 1918, 40 Stat. 1070, or sec-
tion 218 of the Revenue Act of 1921, 42 Stat. 245,
shall be exempt from tax to the distributees.

(f) Stock dividends-(1) General rule. A distribu-
tion made by a corporation to its shareholders in its
stock or in rights to acquire its stock shall not be
treated as a dividend to the extent that it does not
constitute income to the shareholder within the mean-
ing of the Sixteenth Amendment to the Constitution.

(2) Election of shareholders as to medium of pay-
ment. Whenever a distribution by a corporation is,
at the election of any of the shareholders (whether
exercised before or after the declaration thereof),
payable either (A) in its stock or in rights to acquire
its stock, of a class which if distributed without
election would be exempt from tax under paragraph
(1), or (B) in money or any other property (includ-
ing its stock or in rights to acquire its stock, of a
class which if distributed without election would not
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be exempt from tax under paragraph (1)), then the
distribution shall constitute a taxable dividend in the
hands of all shareholders, regardless of the medium in
which paid.

(g) Redemption of stock. If a corporation cancels
or redeems its stock (whether or not such stock was
Issued as a stock dividend) at such time and in such
manner as to make the distribution and cancellation
or redemption in whole or in part essentially equiva-
lent to the distribution of a taxable dividend, the
amount so distributed in redemption or cancellation
of the stock, to the extent that it represents a distri-
bution of earnings or profits accumulated after Feb-
ruary 28, 1913, shall be treated as a taxable dividend.

(h) Effect on earnings and profits of distributions
of stock. The distribution (whether before January
1, 1939, or on or after such date) to a distributee by
or on behalf of a corporation of its stock or securi-
ties, of stock or securities in another corporation, or
of property or money, shall not be considered a dis-
tribution of earnings or profits of any corporation-

(1) if no gain to such distributee from the receipt
of such stock or securities, property or money, was
recognized by law, or

(2) if the distribution was not subject to tax in the
hands of such distributee because it did not consti-
tute income to him within the meaning of the Six-
teenth Amendment to the Constitution or because
exempt to him under section 115 (f) of the Revenue
Act of 1934, 48 Stat. 712, or a corresponding provi-
sion of a prior Revenue Act.

As used in this subsection the term "stock or securi-
ties" includes rights to acquire stock or securities.

(i) Definition of partial liquidation. As used in
this section the term "amounts distributed in partial
liquidation" means a distribution by a corporation
In complete cancellation or redemption of a part of
its stock, or one of a series of distributions in com-
plete cancellation or redemption of all or a portion of
its stock.

(j) Valuation of dividend. If the whole or any
part of a dividend is paid to a shareholder in any
medium other than money the property received other
than money shall be included in gross income at its
fair market value at the time as of which it becomes
Income to the shareholder.

(k) Consent distributions.
For taxability as dividends of amounts agreed to be in-

cluded in gross income by shareholders' consents, see section
28.
(53 Stat. 46, as amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 214 (b), 53 Stat. 873.)

Subsec. (d) was amended by Act June 29, 1939, cited to
credit, and made applicable to taxable years beginning after
December 31, 1938, by8 214 (d) of said act.

Derived from Act May 28, 1038, c. 289, § 115, 52 Stat.
496.

Similar provisions. Acts June 22, 1936, c. 690, § 115, 49
Stat. 1687, as amended by Act Aug. 26, 1937, c. 815, Title II
§ 205, 50 Stat. 825; May 10, 1934, c. 277, § 115, 48 Stat.
711 June 6, 1932, c. 209, § 115, 47 Stat. 203; May 29,
1928, c. 852, § 115, 45 Stat. 822; Feb. 26, 1926 c. 27 §
201, 44 Stat. 10; June 2, 1924; c. 234, § 201, 43 Stat. 254 ;
Nov. 23, 1921, c. 136, § 201, 42 Stat. 228; Feb. 24, 1919, c.
18, § 201, 40 Stat. 1059; Sept. 8, 1916, c. 463, § 31, as
added by Act Oct. 3 1917, c. 63, § 1211, 40 Stat. 336; Sept.8, 1916, c. 463 8§ 2 10 39 Stat 757, 765 as amended by
Act Oct. 3, 1917, c. 43, j§ 1200, 1206, 40 Stat. 329, 333.

§ 116. Exclusions from gross income. In addition
to the items specified in section 22 (b), the following
items shall not be included in gross income and shall
be exempt from taxation under this chapter:

(a) Earned income from sources without United
States. In the case of an individual citizen of the
United States, a bona fide nonresident of the United
,States for more than six months during the tax-
able year, amounts received from sources without
the United States (except amounts paid by the United
States or any agency thereof) if such amounts would
constitute earned income as defined in section 25 (a)
If received from sources within the United States; but
such individual shall not be allowed as a deduction
from his gross income any deductions properly allocable
to or chargeable against amounts excluded from gross
Income under this subsection.

(b) Repealed. (April 12, 1939, c. 59, Title I, § 2,
53 Stat. 575.)

(c) Income of foreign governments. The income
of foreign governments received from investments in
the United States in stocks, bonds, or other domestic
securities, owned by such foreign governments, or from
interest on deposits in banks in the United States of
moneys belonging to such foreign governments, or from
any other source within the United States.

(d) Income of states, municipalities, etc. Income
derived from any public utility or the exercise of any
essential governmental function and accruing to any
State, Territory, or the District of Columbia, or any
political subdivision of a State or Territory, or income
accruing to the government of any possession of the
United States, or any political subdivision thereof.

Whenever any State, Territory, or the District of
Columbia, or any political subdivision of a State or
Territory, prior to September 8, 1916, entered in good
faith into a contract with any person, the object and
purpose of which is to acquire, construct, operate, or
maintain a public utility-

(1) If by the terms of such contract the tax imposed
by this chapter is to be paid out of the proceeds from
the operation of such public utility, prior to any division
of such proceeds between the -person and the State,
Territory, political subdivision, or the District of Co-
lumbia, and if, but for the imposition of the tax im-
posed by this chapter, a part of such proceeds for the
taxable year would accrue directly to or for the use of
such State, Territory, political subdivision, or the
District of Columbia, then a tax upon the net income
from the operation of such public utility shall be lev-
ied, assessed, collected, and paid in the manner and
at the rates prescribed in this chapter, but there shall
be refunded to such State, Territory, political subdi-
vision, or the District of Columbia (under rules and
regulations to be prescribed by the Commissioner with
the approval of the Secretary) an amount which bears
the same relation to the amount of the tax as the
amount which (but for the imposition of the tax im-
posed by this chapter) would have accrued directly to
or for the use of such State, Territory, political sub-
division, or the District of Columbia, bears to the
amount of the net income from the operation of such
public utility for such taxable year.

(2) If by the terms of such contract no part of the
proceeds from the operation of the public utility for
the taxable year would, irrespective of the tax imposed
by this chapter, accrue directly to or for the use of
such State, Territory, political subdivision, or the
District of Columbia, then the tax upon the net income
of such person from the operation of such public utility
shall be levied, assessed, collected, and paid in the man-
ner and at the rates prescribed in this chapter.

(e) Bridges to be acquired by state or political
subdivision. Whenever any State or political sub-
division thereof, in pursuance of a contract to which
it is not a party entered into before May 29, 1928, is to
acquire a bridge-

(1) If by the terms of such contract the tax im-
posed by this chapter is to be paid out of the proceeds
from the operation of such bridge prior to any divi-
sion of such proceeds, and if, but for the imposition
of the tax imposed by this chapter, a part of such pro-
ceeds for the taxable year would accrue directly to
or for the use of or would be applied for the benefit
of such State or political subdivision, then a tax upon
the net income from the operation of such bridge
shall be levied, assessed, collected, and paid in the
manner and at the rates prescribed in this chapter,
but there shall be refunded to such State or political
subdivision (under rules and regulations to be pre-
scribed by the Commissioner with the approval of
the Secretary) an amount which bears the same re-
lation to the amount of the tax as the amount which
(but for the imposition of the tax imposed by this
chapter) would have accrued directly to or for the
use of or would be applied for the benefit of such
State or political subdivision, bears to the amount of
the net income from the operation of such bridge for
such taxable year. No such refund shall be made
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unless the entire amount of the refund is to be applied
in part payment for the acquisition of such bridge.

(2) If by the terms of such contract no part of
the proceeds from the operation of the bridge for the
taxable year would, irrespective of the tax imposed
by this chapter, accrue directly to or for the use of
or be applied for the benefit of such State or political
subdivision, then the tax upon the net income from
the operation of such bridge shall be levied, assessed,
collected, and paid in the manner and at the rates
prescribed in this chapter.

(f) Dividend from " China Trade Act " corporation.
In the case of a person, amounts distributed as divi-
dends to or for his benefit by a corporation organized
under the China Trade Act, 1922, 42 Stat. 849
(U. S. C., Title 15, c. 4), if, at the time of such
distribution, he is a resident of China, and the equita-
ble right to the income of the shares of stock of the
corporation is in good faith vested in him.

(g) Shipowners' protection and indemnity associa-
tions. The receipts of shipowners' mutual protection
and indemnity associations not organized for profit,
and no part of the net earnings of which inures to the
benefit of any private shareholder; but such corpora-
tions shall be subject as other persons to the tax
upon their net income from interest, dividends, and
rents.

(h) Compensation of employees of foreign govern-
ments---(1) Rule for exclusion. Wages, fees, or sal-
ary of an employee of a foreign government (including
a consular or other officer, or a nondiplomatic repre-
sentative) received as compensation for official serv-
ices to such government-

(A) If such employee is not a citizen of the United
States; and

(B) If the services are of a character similar to
those performed by employees of the Government of
the United States in foreign countries; and

(C) If the foreign government whose employee is
claiming exemption grants an equivalent exemption
to employees of the Government of the United States
performing similar services in such foreign country.

(2) Certificate by Secretary of State. The Secre-
tary of State shall certify to the Secretary of the
Treasury the names of the foreign countries which
grant an equivalent exemption to the employees of
the Government of the United States performing
services in such foreign countries, and the character
of the services performed by employees of the Gov-
ernment of the United States in foreign countries.

(i) Treasury bills.
For exemption from taxation of gain derived from the sale

or other disposition of Treasury Bills, issued after June 17,
1930, under the second Liberty bond act, as amended, see
Act of June 17, 1930, c. 512, 46 Stat. 775 (U. S. C., Title
31, § 754.)
(53 Stat. 48, as amended April 12, 1939, c. 59, § 2, 53
Stat. 575.)

Subd. (b) relating to teachers In Alaska and Flawaii was
repealed by Act April 12, 1939, c. 59, § 2, 53 Stat. 575.

Derived from Act May 28, 1938, c. 289, § 116, 52 Stat. 498.
Similar provisions. Acts June 22, 1936, c. 690, § 116. 49

Stat. 1689; May 10, 1934, c. 277, § 116, 48 Stat. 712, as
amended by Act Aug. 27, 1935, c. 767, § 1, 49 Stat. 908;
June 6, 1932, c. 209, § 116, 47 Stat. 204; May 29, 1928, c.
852, § 116, 45 Stat. 823; Feb. 26, 1926, c. 27, § 213, 44 Stat.
23; June 2, 1924, c. 234, § 213, 43 Stat. 267, as amended by
Act Feb. 26, 1925, c. 345, § 12, 43 Stat. 997; Nov. 23, 1921,
c. 136, § 213, 42 Stat. 237, as amended by Act Sept. 19' 1922c. 346, § 26, 42 Stat. 856; Feb. 24, 1919, c. 18, § 213, 40
Stat. 1065.

Various exemptions were contained in Act Sept. 8, 1916, c.
453, § 4, 39 Stat. 758, as amended by Act Oct. 3, 1917, c.
63, § 1200, 40 Stat. 329; Act Sept. 8, 1916, c, 463, §§ 1lb,
30. 39 Stat. 767, as amended by Act Oct. 3, 1917, c. 63,
§ 1211 40 Stat 336; Act Oct. 3, 1913, c. 16, § II, subd. B,
G, 38 Stat. 167; 172.'

§ 117. Capital gains and losses-(a) Definitions.
As used in this chapter-

(1) Capital assets. The term "capital assets"
means property held by the taxpayer (whether or not
connected with his trade or business), but does not
include stock in trade of the taxpayer or other prop-
erty of a kind which would properly be included in
the inventory of the taxpayer if on hand at the close
of the taxable year, or property held by the taxpayer
primarily for sale to customers in the ordinary course

of his trade or business, or property, used in the
trade or business, of a character which is subject to
the allowance for depreciation provided in section
23 (1);

(2) Short-term capital gain. The term " short-term
capital gain" means gain from the sale or exchange
of a capital asset held for not more than 18 months,
if and to the extent such gain is taken into account
in computing net income;

(3) Short-term capital loss. The term " short-term
capital loss" means loss from the sale or exchange of
a capital asset held for not more than 18 months, if
and to the extent such loss is taken into account in
computing net income;

(4) Long-term capital gain. The term "long-term
capital gain" means gain from the sale or exchange
of a capital asset held for more than 18 months, if
and to the extent such gain is taken into account in
computing net income;

(5) Long-term capital loss. The term "long-term
capital loss" means loss from the sale or exchange of
a capital asset held for more than 18 months, if and
to the extent such loss is taken into account in com-
puting net income;

(6) Net short-term capital gain. The term "net
short-term capital gain" means the excess of short-
term capital gains for the taxable year over the sum
of (A) short-term capital losses for the taxable year,
plus (B) the net short-term capital loss of the pre-
ceding taxable year (if beginning after December 31,
1937), to the extent brought forward to the taxable
year under subsection (e);

(7) Net short-term capital loss. The term "net
short-term capital loss" means the excess of short-
term capital losses for the taxable year over the
short-term capital gains for such year;

(8) Net long-term capital gain. The term "net
long-term capital gain" means the excess of long-
term capital gains for the taxable year over the long-
term capital losses for such year;

(9) Net long-term capital loss. The term "net
long-term capital loss" means the excess of long-term
capital losses for the taxable year over the long-term
capital gains for such year.

(b) Percentage taken into account. In the case of
a taxpayer, other than a corporation, only the fol-
lowing percentages of the gain or loss recognized upon
the sale or exchange of a capital asset shall be taken
into account in computing net income:

100 per centum if the capital asset has been held
for not more than 18 months;

66% per centum if the capital asset has been held
for more than 18 months but not for more than 24
months;

50 per centum if the capital asset has been held for
more than 24 months.

(c) Alternative taxes-(1) In case of net long-
term capital gain. If for any taxable year a taxpayer
(other than a corporation) derives a net long-term
capital gain, there shall be levied, collected, and paid,
in lieu of the tax imposed by sections 11 and 12, a tax
determined as follows, if and only if such tax is less
than the tax imposed by such sections:

A partial tax shall first be computed upon the net
income reduced by the amount of the net long-term
capital gain, at the rates and in the manner as if
this subsection had not been enacted, and the total tax
shall be the partial tax plus 30 per centum of the
net long-term capital gain.

(2) In case of net long-term capital loss. If for
any taxable year a taxpayer (other than a corpora-
tion) sustains a net long-term capital loss, there shall
be levied, collected, and paid, in lieu of the tax im-
posed by sections 11 and 12, a tax determined as fol-
lows, if and only if such tax is greater than the tax
imposed by such sections:

A partial tax shall first be computed upon the net
income increased by the amount of the net long-term
capital loss, at the rates and in the manner as if this
subsection had not been enacted, and the total tax
shall be the partial tax minus 30 per centum of the
net long-term capital loss.
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(d) Limitation on capital losses. Long-term capi-
tal losses shall be allowed, but short-term capital
losses shall be allowed only to the extent of short-
term capital gains. (As amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 212 (a), 53 Stat. 869.)

(e) Net short-term capital loss carry-over. If any
taxpayer sustains in any taxable year, beginning after
December 31, 1937, in the case of a taxpayer other
than a corporation, or beginning after December 31,
1939, in the case of a corporation, a net short-term
capital loss, such loss (in an amount not in excess
of the net income for such year) shall be treated in
the succeeding taxable year as a short-term capital
loss, except that it shall not be included in computing
the net short-term capital loss for such year. (As
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title
II, § 212 (b), 53 Stat. 869.)

(f) Retirement of bonds, etc. For the purposes of
this chapter, amounts received by the holder upon the
retirement of bonds, debentures, notes, or certificates
or other evidences of indebtedness issued by any cor-
poration (including those issued by a government or
political subdivision thereof), with interest coupons
or in registered form, shall be considered as amounts
received in exchange therefor.

(g) Gains and losses from short sales, etc. For
the purpose of this chapter-

(1) gains or losses from short sales of property
shall be considered as gains or losses from sales or
exchanges of capital assets; and

(2) gains or losses attributable to the failure to
exercise privileges or options to buy or sell property
shall be considered as short-term capital gains or
losses.

(h) Determination of period for which held. For
the purpose of this section-

(1) In determining the period for which the tax-
payer has held property received on an exchange there
shall be included the period for which he held the
property exchanged, if under the provisions of sec-
tion 113, the property received has, for the purpose of
determining gain or loss from a sale or exchange, the
same basis in whole or in part in his hands as the
property exchanged.

(2) In determining the period for which the tax-
payer has held property however acquired there shall
be included the period for which such property was
held by any other person, if under the provisions of
section 113, such property has, for the purpose of de-
termining gain or loss from a sale or exchange, the
same basis in whole or in part in his hands as it
would have in the hands of such other person.

(3) In determining the period for which the tax-
payer has held stock or securities received upon a
distribution where no gain was recognized to the dis-
tributee under the provisions of section 112 (g) of
the Revenue Act of 1928, 45 Stat. 818, or the Revenue
Act of 1932, 48 Stat. 705, or under the provisions of
section 371 (c) of the Revenue Act of 1938 or this
chapter, there shall be included the period for which
he held the stock or securities in the distributing cor-
poration prior to the receipt of the stock or securities
upon such distribution.

(4) In determining the period for which the tax-
payer has held stock or securities the acquisition of
which (or the contract or option to acquire which)
resulted in the nondeductibility (under section 118
of this chapter or section 118 of the Revenue Act of
1928, 45 Stat. 826, or the Revenue Act of 1932, 47
Stat. 208, or the Revenue Act of 1934, 48 Stat. 715, or
the Revenue Act of 1936, 49 Stat. 1692, or the Reve-
nue Act of 1938, 52 Stat. 503, relating to wash sales)
of the loss from the sale or other disposition of sub-
stantially identical stock or securities, there shall be
included the period for which he held the stock or
securities the loss from the sale or other disposition
of which was not deductible.

(5) In determining the period for which the tax-
payer has held stock or rights to acquire stock re-
ceived upon a distribution, if the basis of such stock
or rights is determined under section 113 (a) (19) (A),

there shall (under regulations prescribed by the
Commissioner with the approval of the Secretary) be
included the period for which he held the stock in
the distributing corporation prior to the receipt of
such stock or rights upon such distribution. (53 Stat.
50, as amended June 29, 1939, 10 p. m. E. S. T., c.
247, Title II, §§ 212 (a), (b), 214 (c), 53 Stat. 869,
873.)

Subsee. (b), par. (5) was added by Act June 29, 1939,
cited to text, and made applicable to taxable _years begin-
ning after December 31, 1938, by § 214 (d) of said act.

Subsec. (d) and (e) were amended by Act June 29, 1939,
cited to text, and amendment made applicable only with
respect to taxable years beginning after December 31, 1939
by § 229 of said act.

Prior to said amendment subsections read as follows:
"(d) Limitation on capital losses ---(l) Corporations. In the
case of a corporation, losses from sales or exchanges of
capital assets shall be allowed only to the extent of $2,000
plus the gains from such sales or exchanges. If a bank or
trust company incorporated under the laws of the United
States (including laws relating to the District of Columbia)
or of any State or Territory, a substantial part of whose
business is the receipt of deposits, sells any bond, debenture,
note, or certificate or other evidence of indebtedness issued
by any corporation (including one Issued by a government or
political subdivision thereof), with interest coupons or in
registered form, any loss resulting from such sale (except
such portion of the loss as does not exceed the amount, if
any, by which the adjusted basis of such instrument exceeds
the par or face value thereof) shall not be subject to the
foregoing limitation and shall not be included in determin-
ing the applicability of such limitation to other losses.

"(2) Other taxpayers. In the case of a taxpayer other than
a corporation, short-term capital losses shall be allowed only
to the extent of short-term capital gains.

"(e) Net short-term capital loss carry-over. If any taxpayer
(other than a corporation) sustains in any taxable year
beginning after December 31, 1937, a net short-term capital
loss, such loss (in an amount not In excess of the net in-
come for such year) shall be treated in the succeeding tax-
able year as a short-term capital loss, except that it shall
not be included in computing the net short-term capital loss
for such dear."

Derived from Act May 28, 1938, c. 289, § 117, 52 Stat.
500.

Similar provisions. Acts June 22, 1936, c. 690, § 117, 49
Stat. 1691; May 10, 1934, c. 277, § 117. 48 Stat. 714; June
6, 1932, c. 209, § 101, 47 Stat. 191; May 29, 1928, c. 852,

10.1, 45 Stat. 811, Feb 26 1926, c. 7, § 208, 44 Stat.
9; June 2, 1924, c. 234, i 208, 43 Stat. 262; Nov. 23, 1921,

c. 136, § 206, 42 Stat. 232.

§ 118. Loss from wash sales of stock or securities.
(a) In the case of any loss claimed to have been
sustained from any sale or other disposition of shares
of stock or securities where it appears that, within
a period beginning 30 days before the date of such
sale or disposition and ending 30 days after such date,
the taxpayer has acquired (by purchase or by an
exchange upon which the entire amount of gain or
loss was recognized by law), or has entered into a
contract or option so to acquire, substantially iden-
tical stock or securities, then no deduction for the
loss shall be allowed under section 23 (e) (2); nor
shall such deduction be allowed under section 23 (f)
unless the claim is made by a corporation, a dealer
in stocks or securities, and with respect to a trans-
action made in the ordinary course of its business.

(b) If the amount of stock or securities acquired
(or covered by the contract or option to acquire) is
less than the amount of stock or securities sold or
otherwise disposed of, then the particular shares of
stock or securities the loss from the sale or other dis-
position of which is not deductible shall be determined
under rules and regulations prescribed by the Com-
missioner with the approval of the Secretary.

(c) If the amount of stock or securities acquired
(or covered by the contract or option to acquire) is
not less than the amount of stock or securities sold
or otherwise disposed of, then the particular shares
of stock or securities the acquisition of which (or the
contract or option to acquire which) resulted in the
nondeductibility of the loss shall be determined under
rules and regulations prescribed by the Commissioner
with the approval of the Secretary. (53 Stat. 53.)

Derived from Act May 28, 1938, c. 289, § 118, 52 Stat.
503.

Similar provisions. Acts June 22, 1936, c. 690, § 118, 49
Stat. 1692; May 10, 1934. c. 277, § 118.'48 Stat. 715; June
6, 1932, c. 209. § 118, 47 Stat. 208; May 29, 1928, c. 852,
§ 118, 45 Stat. 826; Feb. 26, 1926, c. 27, §§ 214. 234. 44
Stat. 26, 41: June 2, 1924, c. 234, 9§ 214, 234, 43 Stat. 269,
283.
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§ 119. Income from sources within United States-
(a) Gross income from sources in United States.
The following items of gross income shall be treated
as income from sources within the United States:

(1) Interest. Interest from the United States, any
Territory, any political subdivision of a Territory, or
the District of Columbia, and interest on bonds, notes,
or other interest-bearing obligations of residents, cor-
porate or otherwise, not including-

(A) interest on deposits with persons carrying on
the banking business paid to persons not engaged in
business within the United States and not having an
office or place of business therein, or

(B) interest received from a resident alien indi-
vidual, a resident foreign corporation, or a domestic
corporation, when it is shown to the satisfaction of
the Commissioner that less than 20 per centum of
the gross income of such resident payor or domestic
corporation has been derived from sources within
the United States, as determined under the provi-
sions of this section, for the three-year period ending
with the close of the taxable year of such payor
preceding the payment of such interest, or for such
part of such period as may be applicable, or

(C) income derived by a foreign central bank of
issue from bankers' acceptances;

(2) Dividends. The amount received as dividends-
(A) from a domestic/corporation other than a cor-

poration entitled to the benefits of section 251, and
other than a corporation less than 20 per centum of
whose gross income is shown to the satisfaction of
the Commissioner to have been derived from sources
within the United States, as determined under the
provisions of this section, for the three-year period
ending with the close of the taxable year of such
corporation preceding the declaration of such divi-
dends (or for such part of such period as the cor-
poration has been in existence), or

(B) from a foreign corporation unless less than
50 per centum of the gross income of such foreign
corporation for the three-year period ending with the
close of its taxable year preceding the declaration of
such dividends (or for such part of such period as the
corporation has been in existence) was derived from
sources within the United States as determined un-
der the provisions of this section; but only in an
amount which bears the same ratio to such dividends
as the gross income of the corporation for such period
derived from sources within the United States bears
to its gross income from all sources; but dividends
from a foreign corporation shall, for the purposes of
section 131 (relating to foreign tax credit), be treated
as income from sources without the United States;

(3) Personal services. Compensation for labor or
personal services performed in the United States, but
in the case of a nonresident alien individual tem-
porarily present in the United States for a period or
periods not exceeding a total of ninety days during the
taxable year, compensation received by such an in-
dividual (if such compensation does not exceed $3,000
in the aggregate) for labor or services performed as
an employee of or under a contract with a nonresi-
dent alien, foreign partnership, or foreign corporation,
not engaged in trade or business within the United
States, shall not be deemed to be income from sources
within the United States;

(4) Rentals and royalties. Rentals or royalties
from property located in the United States or from
any interest in such property, including rentals or
royalties for the use of or for the privilege of using
in the United States, patents, copyrights, secret
processes and formulas, good will, trade-marks, trade
brands, franchises, and other like property; and

(5) Sale of real property. Gains, profits, and in-
come from the sale of real property located in the
United States.

(6) Sale of personal property.
For gains, profits, and income from the sale of personal

property, see subsection (e).
(b) Net income from sources in United States.

From the items of gross income specified in subsec-
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tion (a) of this section there shall be deducted the
expenses, losses, and other deductions properly ap-
portioned or allocated thereto and a ratable part of
any expenses, losses, or other deductions which can
not definitely be allocated to some item or class of
gross income. The remainder, if any, shall be in-
cluded in full as net income from sources within
the United States.

(c) Gross income from sources without United
States. The following items of gross income shall be
treated as income from sources without the United
States:

(1) Interest other than that derived from sources
within the United States as provided in subsection
(a) (1) of this section;

(2) Dividends other than those derived from
sources within the United States as provided in sub-
section (a) (2) of this section;

(3) Compensation for labor or personal services
performed without the United States;

(4) Rentals or royalties from property located with-
out the United States or from any interest in such
property, including rentals or royalties for the use of
or for the privilege of using without the United States,
patents, copyrights, secret processes and formulas,
good will, trade-marks, trade brands, franchises, and
other like properties; and

(5) Gains, profits, and income from the sale of real
property located without the United States.

(d) Net income from sources without United
States. From the items of gross income specified in
subsection (c) of this section there shall be deducted
the expenses, losses, and other deductions properly ap-
portioned or allocated thereto, and a ratable part of
any expenses, losses, or other deductions which can not
definitely be allocated to some item or class of gross
income. The remainder, if any, shall be treated in full
as net incone from sources without the United States.

(e) Income from sources partly within and partly
without United States. Items of gross income, ex-
penses, losses and deductions, other than those specified
in subsections (a) and (c) of this section, shall be
allocated or apportioned to sources within or with-
out the United States, under rules and regulations pre-
scribed by the Commissioner with the approval of the
Secretary. Where items of gross income are sepa-
rately allocated to sources within the United States,
there shall be deducted (for the purpose of computing
the net income therefrom) the expenses, losses, and
other deductions properly apportioned or allocated
thereto and a ratable part of other expenses, losses or
other deductions which can not definitely be allocated
to some item or class of gross income. The remainder,,
if any, shall be included in full as net income from
sources within the United States. In the case of gross.
income derived fronv sources partly within and partly
without the United States, the net income may first
be computed by deducting the expenses, losses, or other
deductions apportioned or allocated thereto and a
ratable part of any expenses, losses, or other deductions.
which can not definitely be allocated to some items or
class of gross income; and the portion of such net in-
come attributable to sources within the United States
may be determined by processes or formulas of general
apportionment prescribed by the Commissioner with the
approval of the Secretary. Gains, profits, and income
from-

(1) transportation or other services rendered partly
within and partly without the United States, or

(2) from the sale of personal property produced (in
whole or in part) by the taxpayer within and sold
without the United States, or produced (in whole or in
part) by the taxpayer without and sold within the-
United States,

shall be treated as derived partly from sources within
and partly from sources without the United States.
Gains, profits and income derived from the purchase of
personal property within and its sale without the
United States or from the purchase of personal prop-
erty without and its sale within the United States, shall
be treated as derived entirely from sources within the,
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country in which sold, except that gains, profits, and
income derived from the purchase of personal property
within a possession of the United States and its sale
within the United States shall be treated as derived
partly from sources within and partly from sources
without the United States.

(f) Definitions. As used in this section the words
"sale " or "sold" include "exchange" or "ex-
changed "; and the word "produced" includes "cre-
ated ", " fabricated ", " manufactured ", "extracted",
"processed ", "cured ", or " aged ". (53 Stat. 53.)

Derived from Act May 28, 1938, c. 289, § 119, 52 Stat. 503.
Similar provisions. Acts June 22, 1936, c. 690, § 119, 49

Stat. 1693; May 10, 1934, c. 277, § 119, 48 Stat. 716; June 6,
1932, c 209 § 119 47 Stat. 208; May 29, 1928, c. 852, § 119
45 Stat. 82d; Feb. 26, 1926, c. 27. §§ 217, 233, 44 Stat. 30,
41; June 2, 1924, c. 234, §§ 217, 233, 43 Stat. 273, 283; Nov.
23, 1921, c. 136, §§ 217, 233, 42 Stat. 243, 254; Feb. 24, 1919,
c. 18, §§ 217, 233, 40 Stat. 1069, 1077.

§ 120. Unlimited deduction for charitable and other
contributions. In the case of an individual if in the
taxable year and in each of the ten preceding taxable
years the amount of the contributions or gifts de-
scribed in section 23 (o) (or corresponding provisions
of prior revenue Acts) plus the amount of income,
war-profits, or excess-profits taxes paid during such
year in respect of preceding taxable years, exceeds 90
per centum of the taxpayer's net income for each such
year, as computed without the benefit of the appli-
cable subsection, then the 15 per centum limit imposed
by section 23 (o) shall not be applicable. (53 Stat. 56.)

Derived from Act May 28, 1938, c. 289, § 210, 52 Stat. 506.
Similar provisions. Acts June 22, 1936, c. 690, § 120, 49

Stat. 1695; May 10, 1934, c. 277, § 120, 48 Stat. 718; June 6,
1932, c. 209, § 120, 47 Stat. 210; May 29, 1928, c. 852, § 120,
45 Stat. 828; Feb. 26, 1926, c. 27, § 214, 44 Stat. 26; June 2,
1924, c. 234, § 214, 43 Stat. 269.

§ 121. Deduction of dividends paid on certain pre-
ferred stock of certain corporations. In computing
the. net income of any national banking association,
or of any bank or trust company organized under the
laws of any State, Territory, possession of the United
States, or the Canal Zone, or of any other banking
corporation engaged in the business of industrial bank-
ing and under the supervision of a State banking
department or of the Comptroller of the Currency, or
of any incorporated domestic insurance company, there
shall be allowed as a deduction from gross income,
in addition to deductions otherwise provided for in
this chapter, any dividend (not including any distri-
bution In liquidation) paid, within the taxable year,
to the United States or to any instrumentality thereof
exempt from Federal income taxes, on the preferred
stock of the corporation owned by the United States
or such instrumentality. The amount allowable as a
deduction under this section shall be deducted from
the basic surtax credit otherwise computed under
section 27 (b). (53 Stat. 56.)

Derived from Act May 28, 1938. c. 289. § 121, 52 Stat. 506.
Similar provisions. Acts June 22, 1936, c. 690, § 121, 49

Stat. 1696 ; May 10, 1934, c. 277, § 121, 48 Stat. 718 ; June 6,
1932, c. 209, § 121, 47 Stat. 210; May 29, 1928, c. 852 § 120
45 Stat. 828; Feb. 26, 1926, c. 27, § 214, 44 Stat. 26; lune 2:
1924, c. 234, § 214, 43 Stat. 269.

§ 122. Net operating loss deduction-(a) Definition
of net operating loss. As used in this section, the
term "net operating loss" means the excess of the
deductions allowed by this chapter over the gross in-
come, with the exceptions and limitations provided in
subsection (d).

(b) Amount of carry-over. The term "net operat-
ing loss carry-over" means in the case of any taxable
year the sum of:

(1) The amount, if any, of the net operating loss
for the first preceding taxable year; and

(2) The amount of the net operating loss, if any, for
the second preceding taxable year reduced by the ex-
cess, if any, of the net income (computed with the ex-
ceptions and limitations provided in subsection (d)
(1), (2), (3), and (4)) for the first preceding taxable
year over the net operating loss for the third preceding
taxable year.

(c) Amount of net operating loss deduction. The
amount of the net operating loss deduction shall be the
amount of the net operating loss carry-over reduced

by the amount, if any, by which the net income (com-
puted with the exceptions and limitations provided in
subsection (d) (1), (2), (3), and (4)) exceeds, in the
case of a taxpayer other than a corporation, the net
income (computed without such deduction), or, in the
case of a corporation, the normal-tax net income (com-
puted without such deduction) ;

(d) Exceptions and limitations. The exceptions
and limitations referred to in subsections (a), (b), and
(c) shall be as follows:

(1) The deduction for depletion shall not exceed the
amount which would be allowable if computed without
reference to discovery value dr to percentage depletion
under section 114 (b) (2), (3), or (4) ;

(2) There shall be included in computing gross in-
come the amount of interest received which is wholly
exempt from the taxes imposed by this chapter, de-
creased by the amount of interest paid or accrued
which is not allowed as a deduction by section 23 (b),
relating to interest on indebtedness incurred or con-
tinued to purchase or carry certain tax-exempt
obligations;

(3) No net operating loss deduction shall be
allowed;

(4) Long-term capital gains and long-term capital
losses shall be taken into account without regard to the
provisions of section 117 (b). As so computed the
amount deductible on account of long-term capital
losses shall not exceed the amount includible on ac-
count of the long-term capital gains, and the amount
deductible on account of short-term capital losses shall
not exceed the amount includible on account of the
short-term capital gains;

(5) Deductions otherwise allowed by law not at-
tributable to the operation of a trade or business regu-
larly carried on by the taxpayer shall (in the case of a
taxpayer other than a corporation) be allowed only
to the extent of the amount of the gross income not
derived from such trade or business. For the purposes
of this paragraph deductions and gross income shall be
computed with the exceptions and limitations specified
in paragraphs (1) to (4) of this subsection.

(e) No carry-over from year prior to 1939. As
used in this section, the terms "third preceding taxable
year " " second preceding taxable year ", and "first
preceding taxable year " do not include any taxable
year beginning prior to January 1, 1939. (Added June
29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 211 (b),
53 Stat. 867.)

§ 123. Commodity credit loans. (a) Amounts re-
ceived as loans from the Commodity Credit Corpora-
tion shall, at the election of the taxpayer, be consid-
ered as income and shall be included in gross income
for the taxable year in which received.

(b) If a taxpayer exercises the election provided
for in subsection (a) for any taxable year beginning
after December 31, 1938, then the method of comput-
ing income so adopted shall be adhered to with re-
spect to all subsequent taxable years unless with the
approval of the Commissioner a change to a different
method is authorized. (Added June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 223 (a), 53 Stat. 879.)

Section was made applicable to taxable years beginning
after December 31, 1938, by § 223 (c) of Act June 29, 1939,
cited to credit.
6 Act June 29, 193,9 10 p. m. E. S. T., c. 247, Title II,

223 (d) and (e), 5A Stat. 879, provided as follows: '(d)
REvROACTIVE APPLICATION.-The provisions of subsection (a)
[added § 123 to Code] shall be retroactively applied In
computing income for any taxable year subject to the pro-
visions of the Revenue Act of 1934, the Revenue Act of 1936,
or the Revenue Act of 1938, or any of such Acts as amended,
if-"(1) The taxpayer elects in writing (in accordance with
regulations prescribed by the Commissioner with the ap-
proval of the Secretary) within one year from the date of
the enactment of this Act to treat such loans as income for
such year, and" (2) The records of the taxpayer are sufficient to permit
an accurate computation of income for such year, and

"(3) The taxpayer consents In writing to the assessment,
within such period as may be agreed upon, of any deficiency
for such year, even though the statutory period for the
assessment of any such deficiency had expired prior to the
filing of such consent.

"Any tax overpaid for any such year shall be credited or
refunded, subject to the statutory period of limitation prop-
erly applicable thereto.
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"(e) ADJUSTMENT OF BASIS FOR PRIOR YEARS.-In com-
puting income for any taxable year subject to the provisions
of the Revenue Act of 1934, the Revenue Act of 1936, or
the Revenue Act of 1938, or any of such Acts as amended,
the basis, for determining gain or loss from the sale or other
disposition of any property, pledged to the Commodity Credit
Corporation as security on a loan obtained therefrom, shall
be adjusted for the amount of such loan to the extent It was
considered as income and included in gross income for theyear in which received, and for the amount of any deficiency
on such loan with respect to which the taxpayer was relieved
from liability."

SUPPLEMENT C.-CREDITS AGAINST TAX

[Supplementary to Subchapter B, Part III]

* § 131. Taxes of foreign countries and possessions
of United States-(a) Allowance of credit. If the
taxpayer signifies in his return his desire to have the
benefits of this section, the tax imposed by this chap-
ter, except the tax imposed under section 102, shall
be credited with:

(1) Citizen and domestic corporation. In the case
of a citizen of the United States and of a domestic
corporation, the amount of any income, war-profits,
and excess-profits taxes paid or accrued during the
taxable year to any foreign country or to any pos-
session of the United States; and

(2) Resident of United States. In the case of a
resident of the United States, the amount of any such
taxes paid or accrued during the taxable year to any
possession of the United States; and

(3) Alien resident of United States. In the case
of an alien resident of the United States, the amount
of any such taxes paid or accrued during the taxable
year to any foreign country, if the foreign country of
which such alien resident is a citizen or subject, in
imposing such taxes, allows a similar credit to citizens
of the United States residing in such country; and

(4) Partnerships and estates. In the case of any
such individual who is a member of a partnership or
a beneficiary of an estate or trust, his proportionate
share of such taxes of the partnership or the estate
or trust paid or accrued during the taxable year to
a foreign country or to any possession of the United
States, as the case may be. (As amended June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, § 216 (a), 53
Stat. 876.)

(b) Limit on credit. The amount of the credit taken
under this section shall be subject to each of the
following limitations:

(1) The amount of the credit in respect of the tax
paid or accrued to any country shall not exceed the
same proportion of the tax against which such credit
is taken, which the taxpayer's net income from sources
within such country bears to his entire net income,
in the case of a taxpayer other than a corporation, or
to the normal-tax net income, in the case of a corpora-
tion, for the same taxable year; and

(2) The total amount of the credit shall not exceed
the same proportion of the tax against which such
credit is taken, which the taxpayer's net income from
sources without the United States bears to his entire
net income, in the case of a taxpayer other than a
corporation, or to the normal-tax net income, in the
case of a corporation, for the same taxable year. (As
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title II,
§ 216 (b), 53 Stat. 876.)

(c) Adjustments on payment of accrued taxes. If
accrued taxes when paid differ from the amounts
claimed as credits by the taxpayer, or if any tax paid
is refunded in whole or in part, the taxpayer shall
notify the Commissioner, who shall redetermine the
amount of the tax for the year or years affected, and
the amount of tax due upon such redetermination, if
any, shall be paid by the taxpayer upon notice and
demand by the collector, or the amount of tax over-
paid, if any, shall be credited or refunded to the tax-
payer in accordance with the provisions of section 322.
In the case of such a tax accrued but not paid, the
Commissioner as a condition precedent to the allow-
ance of this credit may require the taxpayer to give a
bond with sureties satisfactory to and to be approved
by the Commissioner in such sum as the Commissioner

may require, conditioned upon the payment by the
taxpayer of any amount of tax found due upon any
such redetermination; and the bond herein prescribed
shall contain such further conditions as the Commis-
sioner may require.

(d) Year in which credit taken. The credits pro-
vided for in this section may, at the option of the
taxpayer and irrespective of the method of accounting
employed in keeping his books, be taken in the year in
which the taxes of the foreign country or the posses-
sion of the United States accrued, subject, however,
to the conditions prescribed in subsection (c) of this
section. If the taxpayer elects to take such credits in
the year in which the taxes of the foreign country or
the possession of the United States accrued, the credits
for all subsequent years shall be taken upon the same
basis, and no portion of any such taxes shall be
allowed as a deduction in the same or any succeeding
year.

(e) Proof of credits. The credits provided in this
section shall be allowed only if the taxpayer estab-
lishes to the satisfaction of the Commissioner (1) the
total amount of income derived from sources without
the United States, determined as provided in sec-
tion 119, (2) the amount of income derived from
each country, the tax paid or accrued to which is
claimed as a credit under this section, such amount
to be determined under rules and regulations pre-
scribed by the Commissioner with the approval of the
Secretary, and (3) all other information necessary
for the verification and computation of such credits.

(f) Taxes of foreign subsidiary. For the purposes
of this section a domestic corporation which owns a
majority of the voting stock of a foreign corporation
from which it receives dividends in any taxable year
shall be deemed to have paid the same proportion of
any income, war-profits, or excess-profits taxes paid
by such foreign corporation to any foreign country
or to any possession of the United States, upon or
with respect to the accumulated profits of such for-
eign corporation from which such dividends were
paid, which the amount of such dividends bears to
the amount of. such accumulated profits: Provided,
That the amount of tax deemed to have been paid
under this subsection shall in no case exceed the
same proportion of the tax against which credit is
taken which the amount of such dividends bears to
the amount of the normal-tax net income of the
domestic corporation in which such dividends are in-
cluded. The term "accumulated profits" when used
in this subsection in reference to a foreign corpora-
tion, means the amount of its gains, profits, or in-
come in excess of the income, war-profits, and excess-
profits taxes imposed upon or with respect to such
profits or income; and the Commissioner with the ap-
proval of the Secretary shall have full power to de-
termine from the accumulated profits of what year or
years such dividends were paid; treating dividends
paid in the first sixty days of any year as having been
paid from the accumulated profits of the preceding
year or years (unless to his satisfaction shown other-
wise), and in other respects treating dividends as
having been paid from the most recently accumulated
gains, profits, or earnings. In the case of a foreign
corporation, the income, war-profits, and excess-
profits taxes of which are determined on the basis
of an accounting period of less than one year, the
word "year" as used in this subsection shall be con-
strued to mean such accounting period. (As amended
June 29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 216
(c), 53 Stat. 876.)

(g) Corporations treated as foreign. For the pur-
poses of this section the following corporations shall
be treated as foreign corporations:

(1) A corporation entitled to the benefits of section
251, by reason of receiving a large percentage of its
gross income from sources within a possession of the
United States;

(2) A corporation organized under the China Trade
Act, 1922, 42 Stat. 849 (U. S. C., Title 15, c. 4), and
entitled to the credit provided for in section 262.
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(53 Stat. 56, as amended June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 216, 53 Stat. 876.)

Subsecs. (a), (b), and (f) were amended by Act June
29, 1939, cited to text, and amendment made applicable
only with respect to taxable years beginning after December
31, 1939, by § 229 of said act. Prior to said amendment sub-
sections read as follows:

"(a) Allowance of credit. If the taxpayer signifies in his
return his desire to have the benefits of this section, the
tax Imposed by this chapter shall be credited with:

"(1) Citizen and domestic corporation. In the case of a
citizen of the United States and of a domestic corporation,
the amount of any Income, war-profits, and excess-profits
taxes paid or accrued during the taxable year to any for-
eign country or to any possession of the United States;
and

"(2) Resident of United States. In the case of a resident
of the United States, the amount of any such taxes paid
or accrued during the taxable year to any possession of
the United States; and

"(3) Alien resident of United States. In the case of an
alien resident of the United States, the amount of any
such taxes paid or accrued during the taxable year to any
foreign country, If the foreign country of which such alien
resident Is a citizen or subject, in imposing such taxes,
allows a similar credit to citizens of the United States
residing in such country; and

"(4) Partnerships and estates. In the case of any such
individual who is a member of a partnership or a beneficiary
of an estate or trust, his proportionate share of such taxes
of the partnership or the estate or trust paid or accrued
during the taxable year to a foreign country or to any
vossession of the UnitQd States, as the case may be.""(b) Limit on credit. The amount of the credit taken under
this section shall be subject to each of the following limita-
tions:

"(1) The amount of the credit in respect of the tax paid
or accrued to any country shall not exceed the same proportion
of the tax against which such credit is taken, which the tax-
payer's net income from sources within such country bears to
his entire net income for the same taxable year ; and

"(2) The total amount of the credit shall not exceed the
same proportion of the tax against which such credit is taken,
which the taxpayer's net income from sources without the
United States bears to his entire net income for the same
taxable year."

T()axes of foreign subsidiary. For the purposes of this
section a domestic corporation which owns a majority of the
voting stock of a foreign corporation from which it receives
dividends in any taxable year shall be deemed to have paid
the same proportion of any income, war-profits, or excess-
profits taxes paid by such foreign corporation to any foreign
country or to any possession of the United States, upon or with
respect to the accumulated profits of such foreign corporation
from which such dividends were paid, which the amount of
such dividends bears to the amount of such accumulated
grofits: Provided, That the amount of tax deemed to have
een paid under this subsection shall in no case exceed the

same proportion of the tax against which credit is taken which
the amount of such dividends bears to the amount of the entire
net income of the domestic corporation in which such dividends
are included. The term 'accumulated profits' when used
in this subsection in reference to a foreign corporation, means
the amount of its gains, profits, or income In excess of the in-
come, war-profits, and excess-profits taxes imposed upon or
with respect to such profits or income ; and the Commissioner
with the approval of the Secretary shall have full power to
determine from the accumulated profits of what year or years
such dividends were paid; treating dividends paid in the first
sixty days of any year as having been paid from the accumu-
lated profits of the preceding year or tears (unless to his
satisfaction shown otherwise), and in other respects treating
dividends as having been paid from the most recently accu-
mulated gains, profits, or earnings. In the case of a foreign
corporation, the income, war-profits, and excess-profits taxes
of which are determined on the basis of an accounting period
of less than one year, the word 'year' as used in this sub-
section shall be construed to mean such accounting period."

Derived from Act May 28, 1938, c. 289, § 131 52 Stat. 506.
Similar provisions. Acts June 22, 1936, c. 690, § 131. 49

Stat. 1696; May 10. 1934, c. 277, § 131. 48 Stat. 718; June
6, 1932, c. 209, § 131, 47 Stat. 211; May 29. 1928, c. 852,
§ 131, 45 Stat. 829: Feb. 26, 1926, c. 27. §§ 222, 238 44 Stat.
36, 44; June 2, 1924, c. 234, §§ 222, 238, 43 Stat. 279, 286;
Nov. 23, 1921, c. 136, §§ 222, 238. 42 Stat. 249, 258, as section
238 was amended by Act Sept. 19, 1922, c. 346, § 23. 42 Stat.
856; Feb. 24, 1919, c. 18, §§222, 238, 40 Stat. 1073, 1080.

SUPPLEMENT D.-RrURNs AND PAYMENT OF TAX

[Supplementary to Subchapter B, Part VI

§ 141. Consolidated returns of railroad corpora-
tions-(a) Privilege to file consolidated returns. An
affiliated group of corporations shall, subject to the
provisions of this section, have the privilege of making
a consolidated return for the taxable year in lieu of
separate returns. The making of a consolidated return
shall be upon the condition that all the corporations
which have been members of the affiliated group at any
time during the taxable year for which the return is
made consent to all the regulations under subsection
(b) (or, in case such regulations are not prescribed
prior to the making of the return, then the regulations

prescribed under section 141 (b) of the Revenue Act of
1936, 49 Stat. 1698, insofar as not inconsistent with this
chapter) prescribed prior to the making of such return ;
and the making of a consolidated return shall be con-
sidered as such consent. In the case of a corporation
which is a member of the affiliated group for a frac-
tional part of the year the consolidated return shall
include the income of such corporation for such part
of the year as it is a member of the affiliated group.

(b) Regulations. The Commissioner, with the ap-
proval of the Secretary, shall prescribe such regula-
tions as he may deem necessary in order that the tax
liability of any affiliated group of corporations making
a consolidated return and of each corporation in the
group, both during and after the period of affiliation,
may be determined, computed, assessed, collected, and
adjusted in such manner as clearly to reflect the in-
come and to prevent avoidance of tax liability.

(c) Computation and payment of tax. In any case
in which a consolidated return is made the tax shall
be determined, computed, assessed, collected, and ad-
justed in accordance with the regulations under sub-
section (b) (or, in case such regulations are not pre-
scribed prior to the making of the return, then the
regulations prescribed under section 141 (b) of the
Revenue Act of 1936 insofar as not inconsistent with
this chapter) prescribed prior to the date on which
such return is made.

(d) Definition of "affiliated group ". As used in
this section an "affiliated group" means one or more
chains of corporations connected through stock own-
ership with a common parent corporation if-

(1) At least 95 per centum of the stock of each
of the corporations (except the common parent cor-
poration) is owned directly by one or more of the
other corporations; and

(2) The common parent corporation owns directly
at least 95 per centum of the stock of at least one of
the other corporations; and

(3) Each of the corporations is either (A) a cor-
poration whose principal business is that of a com-
mon carrier by railroad or (B) a corporation the
assets of which consist principally of stock in such
corporations and which does not itself operate a busi-
ness other than that of a common carrier by railroad.
For the purpose of determining whether the principal
business of a corporation is that of a common carrier
by railroad, if a common carrier by railroad has leased
its railroad properties and such properties are oper-
ated as such by another common carrier by railroad,
the business of receiving rents for such railroad prop-
erties shall be considered as the business of a common
carrier by railroad. As used in this paragraph, the
term "railroad" includes a street, suburban, or inter-
urban electric railway, or a street or suburban track-
less trolley system of transportation, or a street or
suburban bus system of transportation operated as
part of a street or suburban electric railway or track-
less trolley system. As used in this subsection (except
in paragraph (3)) the term " stock" does not include
nonvoting stock which is limited and preferred as to
dividends.

(e) Foreign corporations. A foreign corporation
shall not be deemed to be affiliated with any other
corporation within the meaning of this section.

(f) China Trade Act corporations. A 'corporation
organized under the China Trade Act, 1922, 42 Stat.
849 (U. S. C., Title 15, c. 4), shall not be deemed to
be affiliated with any other corporation within the
meaning of this section.

(g) Corporations deriving income from possessions
of United States. For the purposes of this section a
corporation entitled to the benefits of section 251, by
reason of receiving a large percentage of its income
from possessions of the United States, shall be treated
as a foreign corporation.

(h) Subsidiary formed to comply with foreign law.
In the case of a domestic corporation owning or con-
trolling, directly or indirectly, 100 per centum of the
capital stock (exclusive of directors' qualifying
shares) of a corporation organized under the laws
of a contiguous foreign country and maintained solely
for the purpose of complying with the laws of such
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country as to title and operation of property, such
foreign corporation may, at the option of the domes-
tic corporation, be treated for the purpose of this
chapter as a domestic corporation.

(i) Suspension of running of statute of limitations.
If a notice under section 272 (a) in respect of a defi-
ciency for any taxable year is mailed to a corpora-
tion, the suspension of the running of the statute of
limitations, provided in section 277, shall apply in
the case of corporations with which such corporation
ma& a consolidated return for such taxable year.

(j) Receivership cases. If the common parent cor-
poration of an affiliated group making a consolidated
return would, if filing a separate return, be entitled
to the benefits of section 13(e), the affiliated group
shall be entitled to the benefits of such subsection.
In all other cases the affiliated group making a con-
solidated return shall not be entitled to the benefits
of such subsection, regardless of the fact that one or
more of the corporations in the group are in bank-
ruptcy or in receivership. (As amended June 29, 1939,
-10 a. m. E. S. T., c. 247, Title II, § 210 (b), 53 Stat. 866.)

(k) Allocation of income and deductions.
For allocation of income and deductions of related trades

or businesses, see section 45.
(53 Stat. 58, as amended June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 210 (b), 53 Stat. 866.)

Subsec. 0) was made inapplicable with respect to a tax-
able year beginning after December 31, 1939, by Act June 29,
1939, c. 247 § 210 (b), 53 Stat. 866.

Derived irom Act May 28, 1938, c. 289, § 141, 52 Stat.
508.

Similar provisions. Acts June 22, 1936, c. 690, J 141, 49
Stat. 1698; May 10, 1934, c. 277, § 141, 48 Stat. 720. as
amended by Act Aug. 30 1935, c 829 § 102 (b), 49 Stat.
1015; June 6, 1932, c. 269, § 141: 47 §tat. 213, as amended
by Act June 16, 1933, c. 90, Title 2 § 218 (e) 48 Stat. 209;
May 29 1928, c. 852, §§ 141, 142,' 45 Stat. A31, 832; Feb.
26, 192d, c. 27, § 240, 44 Stat. 46, as amended by Act May
29. 1928, c. 852, § 501 (a), 45 Stat. 869; June 2 1924.
c. 234, § 240, 43 Stat. 288; Nov. 23, 1921, c. 136, § 40, 42
Stat. 260, as amended by Act Sept. 19. 1922. c. 346. § 24,
42 Stat. 856; Feb. 24, 1919, c. 18, § 240, 40 Stat. 1081.

§ 142. Fiduciary returns-(a) Requirement of re-
turn. Every fiduciary (except a receiver appointed
by authority of law in possession of part only of the
property of an individual) shall make under oath a
return for any of the following individuals, estates,
or trusts for which he acts, stating specifically the
items of gross income thereof and the deductions
and credits allowed under this chapter and such other
information for the purpose of carrying out the pro-
-visions of this chapter as the Commissioner with the
approval of the Secretary may by regulations pre-
scribe-

(1) Every individual having a net income for the
taxable year of $1,000 or over, if single, or if mar-
ried and not living with husband or wife;

(2) Every individual having a net income for the
taxable year of $2,500 or over, if married and living
with husband or wife;

(3) Every individual having a gross income for
the taxable year of $5,000 or over, regardless of the
amount of his net income;

(4) Every estate the net income of which for the
taxable year is $1,000 or over;

(5) Every trust the net income of which for the
taxable year is $100 or over;

(6) Every estate or trust the gross income of
which for the taxable year is $5,000 or over, re-
gardless of the amount of the net income; and

(7) Every estate or trust of which any beneficiary
is a nonresident alien.

(b) Joint fiduciaries. Under such regulations as
the Commissioner with the approval of the Secretary
may prescribe a return made by one of two or more
joint fiduciaries and filed in the office of the collector
of .the district where such fiduciary resides shall be
sufficient compliance with the above requirement.
Such fiduciary shall make oath (1) that he has suffi-
cient knowledge of the affairs of the Individual,
estate, or trust for which the return is made, to
enable him to make the return, and (2) that the re-
turn Is, to the best of his knowledge and belief, true
and correct.

(c) Law applicable to fiduciaries. Any fiduciary
required to make a return under this chapter shall

be subject to all the provisions of law which apply to
individuals. (53 Stat. 60.)

Derived from Act May 28, 1938, c. 289, § 142, 52 Stat.
510.

Similar provisions. Acts June 22, 1936, c. 690, § 142, 49
Stat. 1700, as amended by Act Aug. 26, 1937, c. 815, Title
4, § 402, 50 Stat. 829; May 10, 1934, c. 277, § 142, 48
Stat. 722; June 6, 1932, c. 209, § 142, 47 Stat. 214; May
29, 1928, c. 852, § 143, 45 Stat. 843; Feb. 26. 1926, c. 27,
§ 225, 44 Stat. 37; June 2, 1924, c. 234,§ 225, 43 Stat.
280; Feb. 24, 1919, c. 18, § 225, 40 Stat. 1074; Sept. 8. 1916,
c. 463, § 13 (c), 39 Stat. 770 as amended by Act Oct. 3,
1917, c. 63, § 1208, 40 Stat. 3 5.

§ 143. Withholding of tax at source-(a) Tax-free
covenant bonds--(l) Requirement of withholding.
In any case where bonds, mortgages, or deeds of trust,
or other similar obligations of a corporation, issued be-
fore January 1, 1934, contain a contract or provision by
which the obligor agrees to pay any portion of the
tax imposed by this chapter upon the obligee, or to
reimburse the obligee for any portion of the tax,
or to pay the interest without deduction for any tax
which the obligor may be required or permitted to
pay thereon, or to retain therefrom under any law of
the United States, the obligor shall deduct and with-
hold a tax equal to 2 per centum of the interest upon
such bonds, mortgages, deeds of trust, or other obliga-
tions, whether such interest is payable annually or
at shorter or longer periods, if payable to an indi-
vidual, a partnership, or a foreign corporation not
engaged in trade or business within the United States
and not having any office or place of business therein:
Provided, That if the liability assumed by the obligor
does not exceed 2 per centum of the interest, then the
deduction and withholding shall be at the following
rates: (A) 10 per centum in the case of a nonresi-
dent alien individual (except that such rate shall be
reduced, in the case of a resident of a contiguous
country, to such rate, not less than 5 per centum,
as may be provided by treaty with such country), or
of any partnership not engaged in trade or business
within the United States and not having any office or
place of business therein and composed in whole or in
part of nonresident aliens, (B) in the case of such
a foreign corporation, 15 per centum, and (C) 2 per
centum in the case of other individuals and partner-
ships: Provided further, That if the owners of such
obligations are not known to the withholding agent
the Commissioner may authorize such deduction and
withholding to be at the rate of 2 per centum, or, if
the liability assumed by the obligor does not exceed
2 per centum of the interest, then at the rate of 10
per centum.

(2) Benefit of credits against net income. Such
deduction and withholding shall not be required in
the case of a citizen or resident entitled to receive
such interest, if he files with the withholding agent
on or before February 1 a signed notice in writing
claiming the benefit of the credits provided in section
25 (b) ; nor in the case of a nonresident alien indi-
vidual if so provided for in regulations prescribed by
the Commissioner under section 215.

(3) Income of obligor and obligee. The obligor
shall not be allowed a deduction for the payment of
the tax imposed by this chapter, or any other tax
paid pursuant to the tax-free covenant clause, nor
shall such tax be included in the gross income of the
obligee.

(b) Nonresident aliens. All persons, in whatever
capacity acting, including lessees or mortgagors
of real or personal property, fiduciaries, employers,
and all officers and employees of the United States.
having the control, receipt, custody, disposal, or pay-
ment of interest (except interest on deposits with
persons carrying on the banking business paid to per-
sons not engaged in business in the United States and
not having an office or place of business therein),
dividends, rent, salaries, wages, premiums, annuities,
compensations, remunerations, emoluments, or other
fixed or determinable annual or periodical gains,
profits, and income (but only to the extent that any
of the above items constitutes gross income from
sources within the United States), of any nonresident
alien individual, or of any partnership not engaged
in trade or business within the United States and
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not having any office or place of business therein and
composed in whole or in paft of nonresident aliens,
shall (except in the cases provided for in subsection
(a) of this section and except as otherwise provided
in regulations prescribed by the Commissioner under
section 215) deduct and withhold from such annual
or periodical gains, profits, and income a tax equal
to 10 per centum thereof, except that such rate shall
be reduced, in the case of a nonresident alien indi-
vidual a resident of a contiguous country, to such
rate (not less than 5 per centum) as may be pro-
vided by treaty with such country: Provided, That
no such deduction or withholding shall be required in
the case of dividends paid by a foreign corporation
unless (1) such corporation is engaged in trade or
business within the United States or has an office or
place of business therein, and (2) more than 85 per
centum of the gross income of such corporation for
the three-year period ending with the close of its
taxable year preceding the declaration of such divi-
dends (or for such part of such period as the cor-
poration has been in existence) was derived from
sources within the United States as determined under
the provisions of section 119: Provided further, That
the Commissioner may authorize such tax to be de-
ducted and withheld from the interest upon any
securities the owners of which are not known to the
withholding agent. Under regulations prescribed by
the Commissioner, with the approval of the Secretary,
there may be exempted from such deduction and with-
holding the compensation for personal services of
nonresident alien individuals who enter and leave the
United States at frequent intervals.

(c) Return and payment. Every person required
to deduct and withhold any tax under this section shall
make return thereof on or before March 15 of each year
and shall on or before June 15, in lieu of the time pre-
scribed in section 56, pay the tax to the official of the
United States Government authorized to receive it.
Every such person is hereby made liable for such tax
and is hereby indemnified against the claims and de-
mands of any person for the amount of any payments
made in accordance with the provisions of this section.

(d) Income of recipient. Income upon which any
tax is required to be withheld at the source under this
section shall be included in the return of the recipient
of such income, but any amount of tax so withheld shall
be credited against the amount of income tax as com-
puted in such return.

(e) Tax paid by recipient. If any tax required
under this section to be deducted and withheld is paid
by the recipient of the income, it shall not be re-col-
lected from the withholding agent; nor in cases in
which the tax is so paid shall any penalty be imposed
upon or collected from the recipient of the income or the
withholding agent for failure to return or pay the same,
unless such failure was fraudulent and for the purpose
of evading payment.

(f) Refunds and credits. Where there has been an
overpayment of tax under this section any refund or
credit made under the provisions of section 322 shall
be made to the withholding agent unless the amount of
such tax was actually withheld by the withholding
agent.

(g) Cross reference.
For definition of "withholding agent ", see section 3797 (a)

(16).
(53 Stat. 60.)

Derived from Act May 28, 1938, c. 289, § 143, 52 Stat. 511.
Similar provisions. Acts June 22 1936 c 690, 1 143, 49

Stat. 1700; May 10, 1934, c. 277, 8 14A, 48 Stat. 723, as
amended by Act Aug. 30, 1935, c. 829 § 102 (g), 49 Stat. 1016;
June 6, 1932, c. 209, § 143, 47 Stat. 215 ; May 29, 1928, c. 852,
§ 144, 45 Stat. 883; Feb. 26, 1926, c. 27, I8 221, 234, 270 (e),
44 Stat. 35, 41, 54 ; June 2, 1924, c. 234, §8 221, 234, 270 (d),
43 Stat. 277 283, 295; Nov. 23, 1921, c. 136, § 221, 42 Stat.
248; Feb. 24, 1919, c. 18, 1 221, 40 Stat. 1072; Oct. 3, 1917,
c. 63, 8 3, 40 Stat. 301; Sept. 8, 1916, c. 463, § 8, 9, 13, 39
Stat. 761, 763, 770, as amended by Act Oct. 3, 1917, c. 63,
If 1204, 1205, 1208. 40 Stat. 331, 332, 335; Oct. 3, 1913, c. 16,
] II, subds. D, E, 38 Stat. 168, 169.

§ 144. Payment of corporation income tax at source.
In the case of foreign corporations subject to taxa-
tion under this chapter not engaged in trade or busi-
ness within the United States and not having any

office or place of business therein, there shall be de-
ducted and withheld at the source in the same manner
and upon the same items of income as is provided in
section 143 a tax equal to 15 per centum thereof,
except that in the case of dividends the rate shall be
10 per centum, and except that in the case of corpora-
tions organized under the laws of a contiguous country
such rate of 10 per centuln with respect to dividends
shall be reduced to such rate (not less than 5 per
centum) as may be provided by treaty with such
country; and such tax shall be returned and paid in
the same manner and subject to the same conditions
as provided in that section: Provided, That in the
case of interest described in subsection (a) of that
section (relating to tax-free covenant bonds) the de-
duction and withholding shall be at the rate specified
in such subsection. (53 Stat. 62.)

Derived from Act May 28. 1938. c. 289, § 144. 52 Stat. 513.
Similar provisions. Acts June 22, 1936, C. 690, § 144, 49

Stat. 1702; May 10, 1934. c. 277, § 144, 48 Stat. 729. as
amended by Act Aug. 30, 1935, c. 829, § 102 (f), (i), 49 Stat.
1016; June 6, 1932, c. 209 § 144 47 Stat. 216; May 29, 1928.
c. 852, § 145, 45 Stat. 835" Feb. 6, 1926, c. 27, 1237, 44 Stat.
43; June 2. 1924, c. 234. § 237, 43 Stat. 285; Nov. 23. 1921.
c. 136, § 237, 42 Stat. 258; Feb. 24, 1919, c. 18, 1 237, 40
Stat. 1080.

§ 145. Penalties-(a) Failure to file returns, sub-
mit information, or pay tax. Any person required
under this chapter to pay any tax, or required by law
or regulations made under authority thereof to make
a return, keep any records, or supply any information,
for the purposes of the computation, assessment, or
collection of any tax imposed by this chapter, who will-
fully fails to pay such tax, make such return, keep
such records, or supply such information, at the time
or times required by law or regulations, shall, in addi-
tion to other penalties provided by law, be guilty of
a misdemeanor and, upon conviction thereof, be fined
not more than $10,000, or imprisoned for not more than
one year, or both, together with the costs of prose-
cution.

(b) Failure to collect and pay over tax, or attempt
to defeat or evade tax. Any person required under
this chapter to collect, account for, and pay over any
tax imposed by this chapter, who willfully fails to
collect or truthfully account for and pay over such
tax, and any person who willfully attempts in any
manner to evade or defeat any tax imposed by this
chapter or the payment thereof, shall, in addition to
other penalties provided by law, be guilty of a felony
and, upon conviction thereof, be fined not more than
$10,000, or imprisoned for not more than five years,
or both, together with the costs of prosecution.

(c) Person defined. The term "person " as used in
this section includes an officer or employee of a cor-
poration or a member or employee of a partnership,
who as such officer, employee, or member is under a
duty to perform the act in respect of which the
violation occurs.

(d) Cross reference.
For penalties for failure to file Information returns wi:h

respect to foreign personal holding companies and foreign
corporations, see section 340.
(53 Stat. 62.)

Derived from Act May 28, 1938, c. 289, 1 145, 52 Stat.
513.

Similar provisions. Acts June 22, 1936, c. 690, 1 145, 49
Stat. 1703, as amended by Act Aug. 26, 1937, c. 815, Title II,
1 207 (e), 50 Stat. 826 ; May 10 1934, c. 277, § 145, 48 Stat.
724; June 6, 1932, c. 209, 1 145, 47 Stat. 217; May 29,
1928, c. 852, 1 146, 45 Stat. 835; Feb. 26, 1926 c. 27,
§ 1114, 44 Stat. 116; June 2, 1924, c. 234, § 1017, 43 Stat.
343;- Nov. 23, 1921, c. 136, § 253, 42 Stat. 268; Feb. 24,
1919, c. 18, 1 253, 40 Stat. 1085; Sept. 8, 1916, c. 463,
§8 14, 18, 39 Stat. 772, 775, as section 18 was amended b
Act Oct. 3, 1917, c. 63, § 1209, 40 Stat. 1085; Oct. 22, 1917
c. 331, § 23, 38 Stat. 764; Oct. 3, 1913, c. 16, § II, subds.
F, G, 38 Stat. 171, 177.

§ 146. Closing by commissioner of taxable year-
(a) Tax in jeopardy-(1) Departure of taxpayer or
removal of property from United States. If the Com-
missioner finds that a taxpayer designs quickly to de-
part from the United States or to remove his property
therefrom, or to conceal himself or his property
therein, or to do any other act tending to prejudice
or to render wholly or partly ineffectual proceedings
to collect the tax for the taxable year then last past
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or the taxable year then current unless such proceed-
ings be brought without delay, the Commissioner shall
declare the taxable period for such taxpayer immedi-
ately terminated and shall cause notice of such find-
ing and declaration to be given the taxpayer, together
with a demand for immediate payment of the tax for
the taxable period so declared terminated and of the
tax for the preceding taxable year or so much of such
tax as is unpaid, whether or not the time otherwise
allowed by law for filing return and paying the tax
has expired; and such taxes shall thereupon become
immediately due and payable. In any proceeding in
court brought to enforce payment of taxes made due
and payable by virtue of the provisions of this section
the finding of the Commissioner, made as herein pro-
vided, whether made after notice to the taxpayer or
not, shall be for all purposes presumptive evidence
of the taxpayer's design.

(2) Corporation in liquidation. If the Commis-
sioner finds that the collection of the tax of a corpo-
ration for the current or last preceding taxable year
will be jeopardized by the distribution of all or a
portion of the assets of such corporation in the liqui-
dation of the whole or any part of its capital stock,
the Commissioner shall declare the taxable period for
such taxpayer immediately terminated and shall cause
notice of such finding and declaration to be given the
taxpayer, together with a demand for Immediate pay-
ment of the tax for the taxable period so declared
terminated and of the tax for the last preceding tax-
able year or so much of such tax as is unpaid,
whether or not the time otherwise allowed by law for
filing return and paying the tax has expired; and
such taxes shall thereupon become immediately due
and payable.

(b) Security for payment. A taxpayer who is not
in default in making any return or paying income,
war-profits, or excess-profits tax under any Act of
Congress may furnish to the United States, under regu-
lations to be prescribed by the Commissioner, with the
approval of the Secretary, security approved by the
Commissioner that he will duly make the return next
thereafter required to be filed and pay the tax next
thereafter required to be paid. The Commissioner
may approve and accept in like manner security for
return and payment of taxes made due and payable
by virtue of the provisions of this section, provided
the taxpayer has paid in full all other income, war-
profits, or excess-profits taxes due from him under
any Act of Congress.

(c) Same-exemption from section. If security is
approved and accepted pursuant to the provisions of
this section and such further or other security with
respect to the tax or taxes covered thereby is given
as the Commissioner shall from time to time find
necessary and require, payment of such taxes shall
not be enforced by any proceedings under the pro-
visions of this section prior to the expiration of the
time otherwise allowed for paying such respective
taxes.

(d) Citizens. In the case of a citizen of the United
States or of a possession of the United States about
to depart from the United States the Commissioner
may, at his discretion, waive any or all of the re-
quirements placed on the taxpayer by this section.

(e) Departure of alien. No alien shall depart from
the United States unless he first procures from the
collector or agent in charge a certificate that he has
complied with all the obligations imposed upon him
by the income, war-profits, and excess-profits tax laws.

(f) Addition to tax. If a taxpayer violates or at-
tempts to violate this section there shall, in addition
to all other penalties, be added as part of the tax
25 per centum of the total amount of the tax or de-
ficiency in the tax, together with interest at the rate
of 6 per centum per annum from the time the tax
became due. (53 Stat. 63.)

Derived from Act May 28, 1938, c. 289. § 146. 52 Stat. 513.Similar provisions. Acts June 22, 1936, c. 690, § 146, 49
Stat. 1703: May 10, 1934, c. 277. § 146. 48 Stat. 725; June 6.
1932, c. 209. § 146, 47 Stat. 217; May 29, 1928. c. 852 § 147,
45 Stat. 836; Feb. 26. 1926, c. 27, § 285, 44 Stat. 68; une 2,
1924, c. 234, § 282. 43 Stat. 302.

§ 147. Information at source-(a) Payments of
$1,000 or more. All persons, in whatever capacity
acting, including lessees or mortgagors of real or per-
sonal property, fiduciaries, and employers, making pay-
ment to another person, of interest, rent, salaries,
wages, premiums, annuities, compensations, remunera-
tions, emoluments, or other fixed or determinable
gains, profits, and income (other than payments de-
scribed in section 148 (a) or 149), of $1,000 or more
in any taxable year, or, in the case of such payments
made by the United States, the officers or employees
of the United States having information as to such
payments and required to make returns in regard
thereto by the regulations hereinafter provided for,
shall render a true and accurate return to the Commis-
sioner, under such regulations and in such form and
manner and to such extent as may be prescribed by
him with the approval of the Secretary, setting forth
the amount of such gains, profits, and income, and
the name and address of the recipient of such payment.

(b) Returns regardless of amount of payment.
Such returns may be required, regardless of amounts,
(1) in the case of payments of interest upon bonds,
mortgages, deeds of trust, or other similar obligations
of corporations, and (2) in the case of collections of
items (not payable in the United States) of interest
upon the bonds of foreign countries and interest upon
the bonds of and dividends from foreign corporations
by persons undertaking as a matter of business or for
profit the collection of foreign payments of such interest
or dividends by means of coupons, checks, or bills of
exchange.

(c) Recipient to furnish name and address. When
necessary to make effective the provisions of this section
the name and address of the recipient of income shall
be furnished upon demand of the person paying the
income.

(d) Obligations of United States. The provisions
of this section shall not apply to the payment of interest
on obligations of the United States. (53 Stat. 64.)

Derived from Act May 28, 1938, c. 289, § 147, 52 Stat. 515.
Similar provisions. Acts June 22, 1936, c. 690, § 147, 49

Stat. 1704; May 10, 1934, c. 277, § 147, 48 Stat. 726; June 6
1932, c. 209 * 147, 47 Stat. 218; May 29, 1928, c. 852, § 148,
45 Stat. 836; Feb. 26. 1926, c. 27. § 256. 44 Stat. 50; June 2,
1924, c. 234, 6 256, 43 Stat. 292; Nov. 23, 1921, c. 136 5 256
42 Stnt. 269; Feb. 24, 1919, c. 18, § 256, 40 Stat. 1086; Sept.
8, 1916, c. 463, § 28, as added by Act Oct. 3, 1917, c. 63, § 1211,
40 Stat. 336.

§ 148. Information by corporations-(a) Dividend
payments. Every corporation shall, when required by
the Commissioner, render a correct return, duly verified
under oath, of'its payments of dividends, stating the
name and address of each shareholder, the number of
shares owned by him, and the amount of dividends
paid to him.

(b) Profits declared as dividends. Every corpora-
tion shall, when required by the Commissioner, furnish
him a statement of such facts as will enable him to
determine the portion of the earnings or profits of the
corporation (including gains, profits, and income not
taxed) accumulated during such periods as the Com-
missioner may specify, which have been distributed or
ordered to be distributed, respectively, to its share-
holders during such taxable years as the Commissioner
may specify.

(c) Accumulated earnings and profits. When re-
quested by the Commissioner, or any collector, every
corporation shall forward to hin a correct statement
of accumulated earnings and profits and the names and
addresses of the individuals or shareholders who would
be entitled to the same if divided or distributed, and
of the amounts that would be payable to each.

(d) Contemplated dissolution or liquidation. Every
corporation shall, within thirty days after the adop-
tion by the corporation of a resolution or plan for the
dissolution of the corporation or for the liquidation of
the whole or any part of its capital stock, render a
correct return to the Commissioner, verified under
oath, setting forth the terms of such resolution or
plan and such other information as the Commissioner
shall, with the approval of the Secretary, by regula-
tions prescribe.
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(e) Distributions in liquidation. Every corporation
shall, when required by the Commissioner, render a

correct return, duly verified under oath, of its distri-
butions in liquidation, stating the name and address
of each shareholder, the number and class of shares
owned by him, and the amount paid to him or, if the
distribution is in property other than money, the fair
market value (as of the date the distribution is made)
of the property distributed to him.

(f) Compensation of officers and employees. Under
regulations prescribed by the Commissioner with the
approval of the Secretary, every corporation subject
to taxation under this chapter shall, in its return, sub-
mit a list of the names of all officers and employees
of such corporation and the respective amounts paid
to them during the taxable year of the corporation
by the corporation as salary, commission, bonus, or
other compensation for personal services rendered, if
the aggregate amount so paid to the individual is in
excess of $75,000.

The Secretary shall compile from the returns made
a list containing the names of, and the amounts paid
to, each such officer and employee and the name of
the paying corporation, and shall make such list avail-
able to the public. It shall be unlawful for any
person to sell, offer for sale, or circulate, for any
consideration whatsoever, any copy or reproduction
of any list, or part thereof, authorized to be made
public by this Act or by any prior Act relating to
the publication of information derived from income-
tax returns; and any offense against the foregoing
provision shall be a misdemeanor and be punished by
a fine not exceeding $1,000 or by imprisonment not
exceeding one year, or both, at the discretion of the
court: Provided, That nothing in this sentence shall
be construed to be applicable with respect to any
newspaper, or other periodical publication, entitled to
admission to the mails as second-class mail matter.
(53 Stat. 65, as amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title IV, § 407, 53 Stat. 884.)

Subsec. (f), last sentence, was added by Act June 29, 1939,
cited to text.

Derived from Act May 28, 1938, c. 289, § 148, 52 Stat.
515.

Similar provisions. Acts June 22, 1936, c. 690, § f48, 49
Stat. 1705; May 10, 1934, c. 277, § 148, 48 Stat. 726; June
6, 1932, c. 209, § 148, 47 Stat. 218; May 29, 1928, c. 852,
§ 149, 45 Stat. 837; Feb. 26, 1926, c. 27, §§ 239, 254, 44
Stat. 45, 50; June 2, 1924, c. 234, §§ 220, 239, 254, 43 Stat.
277, 287. 292; Nov 23 1921 c. 136, §§ 239, 254 42 Stat
259. 269; Feb. 24, 1916 c 18 §§ 239, 254, 40 Stat. 1081,
1085; Sept. 8, 1916, c. 463, §§ 13, 26 as added by Act Mar.
3, 1917, c. 159, § 402, 39 Stat. 1003q, and amended by Act.Oct. 3 1917 c 63, §§ 1208, 1210, 40 Stat. 335, 336; Oct.
8, 1913, c. 16, § 11, G, 38 Stat. 175.

§ 149. Returns of brokers. Every person doing busi-
ness as a broker shall, when required by the Com-
missioner, render a correct return duly verified under
oath, under such rules and regulations as the Com-
missioner, with the approval of the Secretary, may
prescribe, showing the names of customers for whom
such person has transacted any business, with such
details as to the profits, losses, or other information
which the Commissioner may require, as to each of
such customers, as will enable the Commissioner to
determine whether all income tax due on profits or
gains of such customers has been paid. (53 Stat. 65.)

Derived from Act May 28, 1938; c. 289, § 149, 52 Stat. 516.
Similar provisions. Acts June 22 1936 c 690, § 149, 49

Stat. 1705; May 10, 1934, c. 277. § 149, 48 Stat. 727; June 6.
1932, c. 209, § 149, 47 Stat. 219; May 29, 1928, c' 852 § 150
45 Stat. 837; Feb. 26, 1926, c. 27, § 255. 44 Stat. 50; June 2:
1924, c. 234, § 255, 43 Stat. 292 ; Nov. 23, 1921, c. 136, § 255,
42 Stat. 269; Feb. 24, 1919, c. 18, § 255, 40 Stat. 1085; Sept.
8, 1916, c. 463, § 27, as added by Act Oct. 3, 1917. c. 63,
§ 1211, 40 Stat. 336.

§ 150. Collection of foreign items. All persons un-
dertaking as a matter of business or for profit the
collection of foreign payments of interest or dividends
by means of coupons, checks, or bills of exchange
shall obtain a license from the Commissioner and shall
be subject to such regulations enabling the Govern-
ment to obtain the information required under this
chapter as the Commissioner, with the approval of the
Secretary, shall prescribe; and whoever knowingly

undertakes to collect such payments without having
obtained a license therefor, or without complying with
such regulations, shall be guilty of a misdemeanor
and shall be fined not more than $5,000 or imprisoned
for not more than one year, or both. (53 Stat. 65.)

Derived from Act May 28. 1938. c. 289. § 150, 52 Stat. 516.
Similar provisiona. Acts June 22, 1936, c. 690, § 150, 49

Stat. 1705 ; May 10, 1934, c. 277, § 150, 48 Stat. 727 ; June 6,
1932, c. 209. § 150, 47 Stat. 219 ; May 29, 1928. c. 852, § 151,
45 Stat. 838; Feb. 26, 1926. c. 27, § 259, 44 Stat. 52; June
2, 1924, c. 234, § 259, 43 Stat. 293; Nov. 23. 1921, c. 136,

259, 42 Stat. 270; Feb. 24, 1919, c. 18. § 259. 40 Stat. 1087;
Sept. 8, 1916, c. 463, § 9, 39 Stat. 763, as amended by Act
Oct. 3. 1917. c. 63. § 1205, 40 Stat. 332; Oct. 3, 1913, c. 16,
§ II, E, 38 Stat. 171.

§ 151. Foreign personal holding companies.
For information returns by officers, directors, and large

shareholders, with respect to foreign personal holding com-
panies, see sections 338, 339, and 340.

For information returns by attorneys, accountants, and so
forth, as to formation, and so forth, of foreign corporations,
see section 3604.
(53 Stat. 66.)

Derived from Act May 28. 1938, c. 289. § 151. 52 Stat. 516.
Similar provisions. Acts June 22, 1936 c 690 § 151, as

added by Act Aug. 26, 1937, c. 815, Title IK, § 207 (d), 50
Stat. 826.

§ 152. Pan-American trade corporations. If a do-
mestic corporation engaged in the active conduct of
a trade or business within the United States (herein-
after referred to as the "parent corporation") owns
directly 100 per centum of the capital stock of one
or more domestic corporations each of which is en-
gaged solely in the active conduct of a trade or busi-
ness in Central or South America (hereinafter re-
ferred to as a Pan-American trade corporation), such
corporations (including the "parent corporation ")
shall be deemed to be an affiliated group of corpora-
tions within the meaning of section 141 of this chap-
ter, provided that the following conditions are satisfied:

(1) At least 80 per centum of the gross income for
the taxable year of the parent corporation is derived
from sources other than royalties, rents, dividends,
interest, annuities, and gains from the sale or exchange
of stock or securities; and

(2) At least 90 per centum of the gross income for
the taxable year of each of the Pan-American trade
corporations is derived from sources other than royal-
ties, rents, dividends, interest, annuities, and gains
from the sale or exchange of stock or securities; and

(3) No part of the gross income for the taxable
year of any of the Pan-American trade corporations
is derived from sources within the United States.
(Added June 29, 1939, 10 p. m. E. S. T., c. 247, Title II,
§ 225, 53 Stat. 880.)

Section made applicable only with respect to taxable years
beginning after December 31, 1939, by § 229 of Act June 29,
1939, cited to credit.

SUPPLEME6NT E.-ESTATHS AND TRUSTS

§ 161. Imposition of tax-(a) Application of tax.
The taxes imposed by this chapter upon individuals
shall apply to the income of estates or of any kind of
property held in trust, including-

(1) Income accunmulated in trust for the benefit of
unborn or unascertained persons or persons with con-
tingent interests, and income accumulated or held for
future distribution under the terms of the will or trust;

(2) Income which is to be distributed currently by
the fiduciary to the beneficiaries, and income collected
by a guardian of an infant which is to be held or dis-
tributed as the court may direct;

(3) Income received by estates of deceased persons
during the period of administration or settlement of
the estate; and

(4) Income which, In the discretion of the fiduciary,
may be either distributed to the beneficiaries or accu-
mulated.

(b) Computation and payment. The tax shall be
computed upon the net income of the estate or trust, and
shall be paid by the fiduciary, except as provided in
section 166 (relating to revocable trusts) and section
167 (relating to income for benefit of the grantor).
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(c) Cross reference.
For return made by beneficiary, see section 142.

(53 Stat. 66.)
Derived from Act May 28. 1938, c. 289, § 161, 52 Stat. 517.
Similar provisions. Acts June 22, 1936, c. 690, § 161, 49

Stat. 1706; May 10, 1934, c. 277, § 161 48 Stat. 727; June 6,
1932, c. 209. 161, 47 Stat. 219; May 29, 1928, c. 852, § 161,
45 Stat. 838; Feb. 26, 1926, c. 27, § 219, 44 Stat. 32; June 2,
1924, c. 234, 219, 43 Stat. 275: Nov. 23, 1921, c. 136, § 219,
42 St 246; Feb 24, 1919, c. 18. § 219, 40 Stat. 1071; Sept.
8. 1916, c. 43, § 2 [b]. 39 Stat. 757, as amended by Act Oct.
3, 1917, c. 63, § 1200, 40 Stat. 329.

§ 162. Net income. The net income of the estate
or trust shall be computed in the same manner and on
the same basis as in the case of an individual, except
that-

(a) There shall be allowed as a deduction (in lieu of
the deduction for charitable, etc., contributions author-
ized by section 23 (o)) any part of the gross income,
without limitation, which pursuant to the terms of the
will or deed creating the trust, is during the taxable
year paid or permanently set aside for the purposes
and in the manner specified in section 23 (o), or is to
be used exclusively for religious, charitable, scientific,
literary, or educational purposes, or for the prevention
of cruelty to children or animals, or for the establish-
ment, acquisition, maintenance or operation of a public
cemetery not operated for profit;

(b) There shall be allowed as an additional deduc-
tion in computing the net income of the estate or trust
the amount of the income of the estate or trust for its
taxable year which is to be distributed currently by the
fiduciary to the beneficiaries, and the amount of the
income collected by a guardian of an infant which is
to be held or distributed as the court may direct, but
the amount so allowed as a deduction shall be In-
cluded in computing the net income of the beneficiaries
whether distributed to them or not. Any amount al-
lowed as a deduction under this paragraph shall not
be allowed as a deduction under subsection (c) of this
section in the same or any succeeding taxable year;

(c) In the case of income received by estates of
deceased persons during the period of administration
or settlement of the estate, and in the case of income
which, in the discretion of the fiduciary, may be
either distributed to the beneficiary or accumulated,
there shall be allowed as an additional deduction in
computing the net income of the estate or trust the
amount of the income of the estate or trust for its
taxable year, which is properly paid or credited dur-
ing such year to any legatee, heir, or beneficiary, but
the amount so allowed as a deduction shall be in-
cluded in computing the net income of the legatee,
heir, or beneficiary. (53 Stat. 66.)

Derived from Act May 28, 1938, c. 289, § 162, 52 Stat.
517.

Similar provisions. Acts June 22, 1936, c. 690, § 162, 49
Stat. 1706; May 10, 1934, c. 277, § 162, 48 Stat. 728; June
6, 1932, c. 209, § 162, 47 Stat. 220; May 29, 1928, c. 852,
§ 162, 45 Stat. 838; Feb 26 1926, c. 27, § 219, 44 Stat.
32; June 2, 1924, e. 234 § 216, 43 Stat. 275; Nov. 23, 1921,
C. 136, § 219, 42 Stat. 46; Feb. 24, 1919, c 18 § 219. 40
Stat. 1071; Sept. 8, 1916. c. 463 § 2 [b]. 39 Siat. 757. as
amended by Act Oct. 3, 1917, c. 63, § 1206, 40 Stat. 329.

§ 163. Credits against net income-(a) Credits of
estate or trust. (1) For the purpose of the normal
tax and the surtax an estate shall be allowed the
same personal exemption as is allowed to a single
person under section 25 (b) (1), and a trust shall be
allowed (in lieu of the personal exemption under sec-
tion 25 (b) (1)) a credit of $100 against net income.

(2) If no part of the income of the estate or trust
Is included in computing the net income of any lega-
tee, heir, or beneficiary, then the estate or trust shall
be allowed the same credits against net income for
interest as are allowed by section 25 (a).

(b) Credits of beneficiary. If any part of the in-
come of an estate or trust is included in computing
the net income of any legatee, heir, or beneficiary,
such legatee, heir, or beneficiary shall, for the pur-
pose of the normal tax, be allowed as credits against
net income, in addition to the credits allowed to him
under section 25, his proportionate share of such

amounts of interest specified in section 25 (a) as are,
under this Supplement, required to be included in
computing his net income. Any remaining portion of
such amounts specified in section 25 (a) shall, for the
purpose of the normal tax, be allowed as credits to,
the estate or trust. (53 Stat. 67.)

Derived from Act May 28, 1938, c. 289, § 163, 52 Stat.
518.

Similar provisions. Acts June 22, 1936, c. 690, § 163 49.
Stat. 1707, as amended by Act Aug. 26, 1937, c. 815, Title
IV, § 401, 50 Stat. 829: May 10, 1934, c. 277, § 163 48
Stat. 728; June 6, 1932. c. 209, § 163, 47 Stat. 220; May
29, 1928, c. 852. § 163, 45 Stat. 839; Feb. 26, 1926. c. 27, §
219, 44 Stat. 32; June 2, 1924, c. 234, § 219, 43 Stat. 275;
Nov. 23, 1921, c. 136, § 219, 42 Stat. 249; Feb. 24, 1919, c.
18, § 219, 40 Stat. 1071; Sept. 8, 1916. c. 463, § 2 [b], 39
Stat. 757, as amended by Act Oct. 3, 1917, c. 63, § 1200, 40
Stat. 329.

§ 164. Different taxable years. If the taxable year
of a beneficiary is different from that of the estate
or trust, the amount which he is required, under sec-
tion 162 (b), to include in computing his net income,
shall be based upon the income of the estate or trust
for any taxable year of the estate or trust (whether
beginning on, before, or after January 1, 1939) ending
within or with his taxable year. (53 Stat. 67.)

Derived from Act May 28, 1938, c. 289, § 164, 52 Stat.
518.

Similar provisions. Acts June 22, 1936, c. 690, § 164, 49
Stat. 1707; May 10. 1934, c. 277, § 164, 48 Stat. 729; June
6, 1932, c 209 § 164 47 Stat. 220; May 29, 1928 c. 852 §
164, 45 Stat. A39; Feb 26 1926 c. 27, § 219, 44 Stat. 32 ;
June 2, 1924, c. 234, § 216, 43 Stat. 275; Nov. 23, 1921, c.
136, § 219, 42 Stat. 246; Feb. 24, 1919. c. 18 § 219, 40
Stat. 1071; Sept. 8, 1916. c. 463, 2 2 39 Stat. 757, as
amended by Act Oct. 3, 1917, c. 63, § 1200, 40 Stat. 329.

§ 165. Employees' trusts-(a) Exemption from tax.
A trust forming part of a stock bonus, pension, or
profit-sharing plan of an employer for the exclusive
benefit of some or all of his employees-

(1) if contributions are made to the trust by such
employer, or employees, or both, for the purpose of
distributing to such employees the earnings and prin-
cipal of the fund accumulated by the trust in accord-
ance with such plan, and

(2) if under the trust instrument it is impossible,
at any time prior to the satisfaction of all liabilities
with respect to employees under the trust, for any
part of the corpus or income to be (within the tax-
able year or thereafter) used for, or diverted to,
purposes other than for the exclusive benefit of his
employees,

shall not be taxable under section 161, but the amount
actually distributed or made available to any dis-
tributee shall be taxable to him in the year in which
so distributed or made available to the extent that
it exceeds the amounts paid in by him. Such dis-
tributees shall for the purpose of the normal tax be
allowed as credits against net income such part of
the amount so distributed or made available as repre-
sents the items of interest specified in section 25 (a).

(b) Taxable year beginning prior to January 1,
1940. Tlhe provisions of clause (2) of subsection (a)
shall not apply to a taxable year beginning prior to
January 1, 1940. (53 Stat. 67, as amended June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, § 218, 53
Stat. 876.)

Subsec. (a) was amended and subsec. (b) was added by
Act June 29, 1939, cited to text, and made applicable
only with respect to taxable years beginning after December
31 1939 by § 229 of said act.

Prior to said amendment section read as follows: "A
trust forming part of a stock bonus, pension, or profit-
sharing plan of an employer for the exclusive benefit of
some or all of his employees-

" (1) if contributions are made to the trust by such em-
ployer, or employees, or both, for the purposq of distributing
to such employees the earnings and principal of the fund
accumulated by the trust in accordance with such plan,
and

" (2) if under the trust instrument it Is impossible, at
any time prior to the satisfaction of all liabilities with
respect to employees under the trust, for any part of the
corpus or Income to be (within the taxable year or there-
after) used for, or diverted to, purposes other than for
the exclusive benefit of his employees,
shall not be taxable under section 161, but the amount
actually distributed or made available to any distributee
shall be taxable to him in the year in which so distributed
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or made available to the extent that it exceeds the amounts
paid in by him. Such distributees shall for the purpose of
the normal tax be allowed as credits against net Income
such part of the amount so distributed or made available
as represents the items of interest specified In section
25 (a)."

Derived from Act May 28, 1938, c. 289, § 165, 52 Stat.
518.

Similar provisions. Acts June 22 1936 c 690, § 165 49
Stat 1707; May 10, 1934, c. 27t, § 65, 48 Stat. f29;
June 6, 19!12, c. 209, § 165, 47 Stat. 221; M 29, 1928,
c. 852, § 165, 45 Stat. 839; Feb. 26, 1926, c. 27. § 219, 44
Stat. 32; June 2, 1924, c. 234, § 219, 43 Stat.' 275; Nov.
23, 1921, c. 136 § 219, 42 Stat. 246; Feb. 24, 1919, c.
18, § 219, 40 Siat. 1071; Sept. 8, 1916, c. 463, § 2 [b4,
39 Stat. 757, as amended by Act Oct. 3, 1917, c. 3, § 1200,
40 Stat. 329.

§ 166. Revocable trusts. Where at any time the
power to revest in the grantor title to any part of the
corpus of the trust is vested-

(1) in the grantor, either alone or in conjunction
with any person not having a substantial adverse in-
terest in the disposition of such part of the corpus or
the income therefrom, or

(2) in any person not having a substantial adverse
interest in the disposition of such part of the corpus
or the income therefrom, then the income of such
part of the trust shall be included in computing the
net income of the grantor. (53 Stat. 68.)

Derived from Act May 28, 1938, c. 289, § 166, 52 Stat.
519.

Similar provisions. Acts June 22 1936 c. 690, § 166 49
Stat. 1707; May 10, 1934, c. 27t, § 166, 48 Stat. 729;
June 6, 1932, c. 209, § 166, 47 Stat. 221; May 29, 1928, c.
852, § 166, 45 Stat. 840; Feb. 26, 1926, c. 27 § 219 44
Stat. 32; June 2, 1924, c. 234, § 219, 43 Stat. 215; Nov: 23,
1921 c. 136, § 219, 42 Stat. 249; Feb. 24, 1919 c. 18, J 219,
40 Stat. 1071; Sept. 8, 1916, c. 463 2 [b], 39 Stat. 757,
as amended by Act Oct. 3, 1917, c. 63, § 1200, 40 Stat.
329.

§ 167. Income for benefit of grantor. (a) Where
any part of the income of a trust-

(1) is, or in the discretion of the grantor or of any
person not having a substantial adverse interest in the
disposition of such part of the income may be, held or
accumulated for future distribution to the grantor; or

(2) may, in the discretion of the grantor or of any
person not having a substantial adverse interest in the
disposition of such part of the income, be distributed
to the grantor; or

(3) is, or in the discretion of the grantor or of any
person not having a substantial adverse interest in the
disposition of such part of the income may be, applied
to the payment of premiums upon policies of insurance
on the life of the grantor (except policies of insurance
Irrevocably payable for the purposes and in the man-
ner specified in section 23 (o), relating to the so-called
"charitable contribution" deduction) ;
then such part of the income of the trust shall be in-
cluded In computing the net income of the grantor.

(b) As used in this section the term "in the discre-
tion of the grantor " means "in the discretion of the
grantor, either alone or in conjunction with any per-
son not having a substantial adverse interest in the
disposition of the part of the income in question." (53Stat. 68.)

Derived from Act May 28, 1938, c. 289, § 167, 52 Stat. 519.
Similar provisions. Acts June 22, 1936. c. 690, § 167, 49

Stat. 1707: May 10, 1934, c. 277, § 167 48 Stat. 729; June 6,
1932, c. 209, § 167, 47 Stat. 221 ; May 29, 1928, c. 852, § 167,
45 Stat. 840; Feb. 26, 1926, c. 27, § 219 44 Stat. 32; June 2,
1924, c. 234, § 219, 43 Stat. 275; Nov. 23, 1921, c. 136, § 219,
42 Stat. 246; Feb. 24, 1919, c. 18, § 219, 40 Stat. 1071; Sept.
8, 1916, c. 463, § 2 [b], 39 Stat. 757, as amended by Act Oct.
3, 1917, c. 63, § 1200, 40 Stat. 329.

§ 168. Taxes of foreign countries and possessions
of United States. The amount of income, war-profits,
and excess-pr6fits taxes imposed by foreign countries
or possessions of the United States shall be allowed as
credit against the tax of the beneficiary of an estate
or trust to the extent provided in section 131. (53
Stat. 68.)

Derived from Act May 28, 1938, c. 289, § 168, 52 Stat.
519.

Similar provisions. Acts June 22, 1936, c. 690, § 168, 49
Stat. 1708; May 10, 1934, c. 277, § 168, 48 Stat. 730; June 6
1932, c. 209. J 170, 47 Stat. 222; May 29, 1928, c. 852, § 170:
45 Stat. 840.

§ 169. Common trust funds--(a) Definitions. The
term "common trust fund " means a fund maintained
by a bank (as defined in section 104)-

(1) exclusively for the collective Investment and re-
investment of moneys contributed thereto by the bank
in its capacity as a trustee, executor, administrator, or
guardian; and

(2) in conformity with the rules and regulations,
prevailing from time to time, of the Board of Governors
of the Federal Reserve System pertaining to the col-
lective investment of trust funds by national banks.

(b) Taxation of common trust funds. A common
trust fund shall not be subject to taxation under this
chapter, subchapters A or B of chapter 2, or section
105 or 106 of the Revenue Act of 1935, 49 Stat. 1017,
1019, or chapter 6 and for the purposes of such chap-
ters and subchapters shall not be considered a cor-
poration.

(c) Income of participants in fund-(l) Inclusions
in net income. Each participant in the common trust
fund in computing its net income shall include, whether
or not distributed and whether or not distributable-

(A) As a part of its short-term capital gains or
losses, its proportionate share of the net short-term
capital gain or loss of the common trust fund;

(B) As a part of its long-term capital gains or
losses, Its proportionate share of the net long-term
capital gain or loss of the common trust fund;

(C) Its proportionate share of the ordinary net in-
come or the ordinary net loss of the common trust fund,
computed as provided in subsection (d).

(2) Credit for partially exempt interest. The pro-
portionate share of each participant in the amount of
interest specified in section 25 (a) received by the
common trust fund shall for the purposes of this Sup-
plement be considered as having been received by such
participant as such interest.

(d) Computation of common trust fund income.
The net income of the common trust fund shall be
computed in the same manner and on the same basis
as in the case of an individual, except that-

(1) There shall be segregated the short-term capi-
tal gains and losses and the long-term capital gains
and losses, and the net short-term capital gain or loss
and the net long-term capital gain or loss shall be
computed;

(2) After excluding all items of either short-term
or long-term capital gain or loss, there shall be com-
puted-

(A) An ordinary net income which shall consist of
the excess of the gross income over the deductions;
or

(B) An ordinary net loss which shall consist of
the excess of the deductions over the gross income;

(3) The so-called "charitable contribution" deduc-
tion allowed by section 23 (o) shall not be allowed.

(e) Admission and withdrawal. No gain or loss
shall be realized by the common trust fund by the
admission or withdrawal of a participant. The with-
drawal of any participating interest by a participant
shall be treated as a sale or exchange of such interest
by the participant.

(f) Returns by bank. Every bank (as defined in
section 104) maintaining a common trust fund shall
make a return under oath for each taxable year, stat-
ing specifically, with respect to such fund, the items
of gross income and the deductions allowed by this
chapter, and shall include in the return the names and
addresses of the participants who would be entitled
to share in the net income if distributed and the
amount of the proportionate share of each partici-
pant. The return shall be sworn to as in the case
of a return filed by the bank under section 52.

(g) Different taxable years of common trust fund
and participant. If the taxable year of the common
trust fund is different from that of a participant, the
inclusions with respect to the net income of the com-
mon trust fund, in computing the net income of the
participant for its taxable year shall be based upon
the net income of the common trust fund for any

§ 166 Page 596



TITLE 26.-INTERNAL REVENUE CODE

taxable year of the common trust fund (whether be-
ginning on, before, or after January 1, 1939) ending
within or with the taxable year of the participant.
(53 Stat. 68.)

Derived from Act May 28, 1938, c. 289, 169 (a)-(g) (1),
52 Stat. 519.

Similar provisions. Acts June 22, 1936, c. 690, § 169, 49
Stat. 1708.

§ 170. Net operating losses. The benefit of the
deduction for net operating losses allowed by section
23 (s) shall be allowed to estates and trusts under
regulations prescribed by the Commissioner with the
approval of the Secretary. The benefit of such deduc-
tion shall not be allowed to a common trust fund, but
shall be allowed to the participants in the common
trust fund under regulations prescribed by the Com-
missioner with the approval of the Secretary.
(Added June 29, 1939, 10 p. in. E. S. T., c. 247, Title II,
§ 211 (c), 53 Stat. 868.)

SUPPLEMENT F.-PARTNERsHips

§ 181. Partnership not taxable. Individuals carry-
ing on business in partnership shall be liable for
income tax only in their individual capacity. (53
Stat. 69.)

Derived from Act May 28 1938 c 289 § 181. 52 Stat. 521.
Similar provisions. Acts Yune 22, 1930, c. 690, § 181, 49

Stat. 1709 ; May 10, 1934, c. 277, § 181, 48 Stat. 730 ; June 6,
1932, c. 209, § 181, 47 Stat. 222; May 29, 1928, c. 852.§ 181,
45 Stat. 840; Feb. 26, 1926, c. 27, § 218, 44 Stat. 32 ; June 2,
1924, c. 234. § 218, 43 Stat. 275; Nov. 23, 1921, c. 136, § 218,
42 Stat. 245 ; Feb. 24. 1919, c. 18, § 218, 40 Stat. 1070; Sept.
8, 1916, c. 463, § 8, 39 Stat. 761. as amended by Act Oct. 3,
1917, c. 63. j 1204, 40 Stat. 331; Oct. 3, 1913. c. 16, § II, D,
38 Stat. 168.

§ 182. Tax of partners. In computing the net in-
come of each partner, he shall include, whether or not
distribution is made to him-

(a) As a part of his short-term capital gains or
losses, his distributive share of the net short-term cap-
ital gain or loss of the partnership.

(b) As a part of his long-term capital gains or
losses, his distributive share of the net long-term cap-
ital gain or loss of the partnership.

(c) His distributive share of the ordinary net income
or the ordinary net loss of the partnership, computed
as provided in section 183 (b). (53 Stat. 69.)

Derived from Act May 28. 1938. c. 289. § 182. 52 Stat. 521.
Similar provisions. Acts June 22, 1936, c. 690, § 182, 49

Stat. 1709; May 10, 1934, c. 277, § 182, 48 Stat. 730; June 6,
1932, c. 209, § 182. 47 Stat. 222, as amended by Act June 16,
1933. c. 90, Title II, § 218 (d), 48 Stat. 209; May 29, 1928,
c. 852. § 182, 45 Stat. 840; Feb. 26, 1926, c. 27. § 218, 44
Stat. 32; June 2, 1924, c. 234, § 218, 43 Stat. 275; Nov.' 23,
1921, c. 136, § 218, 42 Stat. 245; Feb. 24, 1919, c. 18, § 218,
40 Stat. 1070.

§ 183. Computation of partnership income-(a)
General rule. The net income of the partnership
shall be computed in the same manner and on the same
basis as in the case of an individual, except as provided
in subsections (b) and (c).

(b) Segregation of items-(1) Capital gains and
losses. There shall be segregated the short-term capi-
tal gains and losses and the long-term capital gains
and losses, and the net short-term capital gain or loss
and the net long-term capital gain or loss shall be
computed.

(2) Ordinary net income or loss. After excluding
all items of either short-term or long-term capital gain
or loss, there shall be computed-

(A) An ordinary net income which shall consist of
the excess of the gross income over the deductions; or

(B) An ordinary net loss which shall consist of the
excess of the deductions over the gross income.

(c) Charitable contributions. In computing the net
income of the partnership the so-called " charitable
contribution" deduction allowed by section 23 (o) shall
not be allowed; but each partner shall be considered as
having made payment, within his taxable year, of his
distributive portion of any contribution or gift, pay-
ment of which was made by the partnership within its
taxable year, of the character which would be allowed

to the partnership as a deduction under such section
if this subsection had not been enacted. (53 Stat. 70.)

Derived from Act May 28, 1938, c. 289, § 183, 52 Stat. 521.
Similar provisions. Acts June 22. 1936, c. 690, § 183, 49

Stat. 1709; May 10, 1934, c. 277, § 183, 48 Stat. 730; June 6,
1932, c. 209, § 183, 47 Stat. 222; May 29, 1928, c. 852, § 183,
45 Stat. 841; Feb. 26, 1926, c. 27, § 218, 44 Stat. 32; June 2,
1924, c. 234, § 218, 43 Stat. 275 ; Nov. 23. 1921, c. 136, § 218,
42 Stat. 245; Feb. 24, 1919, c. 18, § 218, 40 Stat. 1070.

§ 184. Credits against net income. The partner
shall, for the purpose of the normal tax, be allowed
as a credit against his net income, in addition to the
credits allowed to him under section 25, his propor-
tionate share of such amounts (not in excess of the
net income of the partnership) of interest specified in
section 25 (a) as are received by the partnership. (53
Stat. 70.)

Derived from Act May 28, 1938, c. 289, § 184, 52 Stat.
521.

Similar provisions. Acts June 22, 1936, c. 690, § 184, 49
Stat. 1709; May 10, 1934, c. 277, § 184, 48 Stat. 730; June
6, 1932, c. 209, § 184, 47 Stat. 223; May 29 1928. c. 852,
§ 184, 45 Stat. 841; Feb. 26, 1926, c. 27. § 21A, 44 Stat. 32;
June 2, 1924, c. 234, § 218, 43 Stat. 275; Nov. 23, 1921, c.
136, § 218, 42 Stat. 245; Feb. 24, 1919, c. 18, § 218, 40 Stat.
1070.

§ 185. Earned income. In the case of the members
of a partnership the proper part of each share of the
net income which consists of earned income shall be
determined under rules and regulations to be pre-
scribed by the Commissioner with the approval of
the Secretary and shall be separately shown in the
return of the partnership. (53 Stat. 70.)

Derived from Act May 28, 1938, c. 289, § 185, 52 Stat. 522.
Similar provisions. Acts June 22, 1936, c. 690, § 185, 49

Stat. 1709; May 10, 1934, c. 277, § 185, 48 Stat. 730; June 6.
1932, c. 209, § 185, 47 Stat. 223; May 29, 1928, c. 852, § 185,
45 Stat. 841; Feb. 26, 1926, c. 27, § 209. 44 Stat. 20; June 2,
1924, c. 234, § 209, 43 Stat. 263.

§ 186. Taxes of foreign countries and possessions of
United States. The amount of income, war-profits,
and excess-profits taxes imposed by foreign countries
or possessions of the United States shall be allowed
as a credit against the tax of the member of a part-
nership to the extent provided in section 131. (53
Stat. 70.)

Derived from Act May 28, 1938. c. 289 § 186 52 Stat. 522.
Similar provisions. Acts June 22, 1936, c. 690, § 186, 49

Stat. 1709; May 10, 1934, c. 277, § 186, 48 Stat. 730; June 6,
1932, c. 209. § 188, 47 Stat. 223; May 29, 1928, c. 852, § 188,
45 Stat. 842.

§ 187. Partnership returns. Every partnership shall
make a return for each taxable year, stating specifi-
cally the items of its gross income and the deductions
allowed by this chapter and such other information
for the purpose of carrying out the provisions of this
chapter as the Commissioner with the approval of the
Secretary may by regulations prescribe, and shall in-
clude in the return the names and addresses of the
individuals who would be entitled to share in the net
income if distributed and the amount of the distribu-
tive share of each individual. The return shall be
sworn to by any one of the partners. (53 Stat. 70.)

Derived from Act May 28, 1938 c. 289, § 187. 52 Stat. 522.
Similar provisions. Acts June 22, 1936, c. 690, § 187, 49

Stat. 709; May 10, 1934, c. 277, § 187, 48 Stat. 730; June 6,
1932, c. 209, 189, 47 Stat. 223; May 29, 1928. c. 852, § 189,
45 Stat. 842; Feb. 26, 1926, c. 27, § 224, 44 Stat. 37; June
2, 1924, c. 234. § 224, 43 Stat. 280; Nov. 23, 1921, c. 136,
§ 224, 42 Stat. 250 ; Feb. 24, 1919, c. 18. § 224, 40 Stat. 1074;
Sept. 8, 1916, c. 463. § 8, 39 Stat. 761, as amended by Act
Oct. 3, 1917, c. 63, § 1204, 40 Stat. 331.

§ 188. Different taxable years of partner and part-
nership. If the taxable year of a partner is different
from that of the partnership, the inclusions with re-
spect to the net income of the partnership, in com-
puting the net income of the partner for his taxable
year, shall be based upon the net income of the part-
nership for any taxable year of the partnership
(whether beginning on, before, or after January 1,
1939) ending within or with the taxable year of
the partner. (53 Stat. 71.)

Derived from Act May 28, 1938, c. 289, § 188 (a), 52
Stat. 522.

Similar provisions. Acts June 22, 1936, c. 690. § 188, 49
Stat. 1710; May 10, 1934, c. 277, §§ 182, 188, 48 Stat.
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730, 731; June 6, 1932, c. 209, § 182. 47 Stat. 222, as
amended by Act June 16, 1933, c. 90, Title II, § 218 (d),
48 Stat. 209; May 29 1928 c. 852. § 182, 45 Stat. 840:
Feb. 26, 1926, c. 27 '§§ 20t, 218, 44 Stat. 18, 32; June
2, 1924, c. 234, §§ 267, 218, 43 Stat. 261, 275.

§ 189. Net operating losses. The benefit of the de-
duction for net operating losses allowed by section
23 (s) shall not be allowed to a partnership but
shall be allowed to the members of the partnership
under regulations prescribed by the Commissioner
with the approval of the Secretary. (Added June
29, 1939, 10 p. in. E. S. T., c. 247, Title II, § 211 (d),
53 Stat. 868.)

SUPPLEMENT G.-INSURANCE COMPANIES

§ 201. Tax on life insurance companies-(a) Defini-
tion. When used in this chapter the term " life insur-
ance company " means an insurance company engaged
in the business of issuing life insurance and annuity
contracts (including contracts of combined life, health,
and accident insurance), the reserve funds of which
held for the fulfillment of such contracts comprise
more than 50 per centum of its total reserve funds.

(b) Imposition of tax-(l) In general. In lieu of
the tax imposed by sections 13 and 14, there shall be
levied, collected, and paid for each taxable year upon
the normal-tax net income of every life insurance
company a tax at the rates provided in section 13 or
section 14 (b).

(2) Normal-tax net income of foreign life insurance
companies. In the case of a foreign life insurance
company, the normal-tax net income shall be an
amount which bears the same ratio to the normal-
tax net income, computed without regard to this
paragraph, as the reserve funds required by law and
held by it at the end of the taxable year upon busi-
ness transacted within the United States bear to
the reserve funds held by it at the end of the taxable
year upon all business transacted.

(3) No United States insurance business. Foreign
life insurance companies not carrying on an insur-
ance business within the United States and holding
no reserve funds upon business transacted within
the United States, shall not be taxable under this
section but shall be taxable as other foreign corpora-
tions. (53 Stat. 71, as amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 203, 53 Stat. 865.)

Subsec. (b) was amended by Act June 29, 1939, cited to
credit, and amendment made applicable only with respect to
taxable years beginning after December 31, 1939, by § 229
of said act. Prior to said amendment subsection (b) read
as follows:

"(b) Imposition of tax-(l) In general. In lieu of the tax
Imposed by sections 13 and 14. there shall be levied, collected,
and paid for each taxable year upon the special class net
income of every life insurance company a tax of 16 per
centum of the amount thereof."(2) Special class net income of foreign life insurance com-
panies. In the case of a foreign life insurance company, the
special class net income shall be an amount which bears the
same ratio to the special class net income, computed without
regard to this paragraph, as the reserve funds required by
law and held by it at the end of the taxable year upon business
transacted within the United States bear to the reserve funds
held by it at the end of the taxable year upon all business
transacted.

"(3) No United States insurance business. Foreign life
Insurance companies not carrying on an insurance business
within the United States and holding no reserve funds upon
business transacted within the United States, shall not be
taxable under this section but shall be taxable as other foreign
corporations."

Derived from Act May 28, 1938, c. 289, § 201, 52 Stat. 522.
Similar provisions. Acts June 22, 1936, c. 690, § 201, 49

Stat. 1710; May 10, 1934, c. 277, § 201, 48 Stat. 731. as
amended by Act Aug. 30, 1935, c. 829, §103, 49 Stat. 1017;
June 6, 1932, c. 209, § 201. 47 Stat. 223 ; May 29, 1928, c. 852,
§ 201, 45 Stat. 842 ; Feb. 26, 1926, c. 27. §§ 242, 243. 44 Stat.
47; June 2, 1924, c. 234, §§ 242, 243, 43 Stat. 288, 289; Nov.
23, 1921, c. 136, §§ 242. 243, 42 Stat. 261; Sept. 8, 1916.
c. 463, § 10, 39 Stat. 765, as amended by Act Oct. 3, 1917,
c. 63, § 1206, 40 Stat. 333; Oct. 3. 191, c. 16, § II, G, 38
Stat. 172.

§ 202. Gross income of life insurance companies-
(a) Gross income defined-(1) In general. In the
case of a life insurance company the term "gross in-
come" means the gross amount of income received
during the taxable year from interest, dividends, and
rents.

(2) Cross reference.
For inclusion in computation of tax of amount specified in

shareholder's consent, see section 28.

(b) Reserve funds required by law, defined. The
term "reserve funds required by law" includes, in
the case of assessment insurance, sums actually de-
posited by any company or association with State or
Territorial officers pursuant to law as guaranty or
reserve funds, and any funds maintained under the
charter or articles of incorporation of the company
or association exclusively for the payment of claims
arising under certificates of membership or policies
issued upon the assessment plan and not subject to
any other use. (53 Stat. 71.)

Derived from Act May 28, 1938, c. 289. § 202, 52 Stat. 523.
Similar provisions. Acts June 22, 1936 c. 690 § 202, 49

Stat. 1710; May 10, 1934, c. 277, § 202, 48 Stat. 731 ; June 6,
1932, c. 209, § 202, 47 Stat. 224; May 29 1928. c. 852, § 202.
45 Stat. 842; Feb. 26. 1926, c. 27, § 44, 44 Stat. 47 ; June 2,
1924, c. 234, § 244, 43 Stat. 289 ; Nov. 23, 1921, c. 136, § 244.
42 Stat. 261.

§ 203. Net income of life insurance companies-
(a) General rule. In the case of a life insurance com-
pany the term "net income" means the gross income
less-

(1) Tax-free interest. The amount of interest re-
ceived during the taxable year which under section 22
(b) (4) is excluded from gross income;

(2) Reserve funds. An amount equal to 4 per
centum of the mean of the reserve funds required by
law and held at the beginning and end of the taxable
year, except that in the case of any such reserve fund
which is computed at a lower interest assumption rate,
the rate of 3'% per centum shall be substituted for 4
per centum. Life insurance companies issuing policies
covering life, health, and accident insurance combined
in one policy issued on the weekly premium payment
plan, continuing for life and not subject to cancellation,
shall be allowed, in addition to the above, a deduction
of 33 per centum of the mean of such reserve funds
(not required by law) held at the beginning and end
of the taxable year, as the Commissioner finds to be
necessary for the protection of the holders of such
policies only;

(3) Reserve for dividends. An amount equal to 2
per centum of any sums held at the end of the taxable
year as a reserve for dividends (other than dividends
payable during the year following the taxable year)
the payment of which is deferred for a period of not
less than five years from the date of the policy contract ;

(4) Investment expenses. Investment expenses
paid during the taxable year: Provided, That if any
general expenses are in part assigned to or included
in the Investment expenses, the total deduction under
this paragraph shall not exceed one-fourth of 1 per
centum of the book value of the mean of the invested
assets held at the beginning and end of the taxable
year;

(5) Real estate expenses. Taxes and other ex-
penses paid during the taxable year exclusively upon
or with respect to the real estate owned by the com-
pany, not including taxes assessed against local bene-
fits of a kind tending to increase the value of the prop-
erty assessed, and not including any amount paid out
for new buildings, or for permanent improvements or
betterments made to increase the value of any property.
The deduction allowed by this paragraph shall be al-
lowed in the case of taxes imposed upon a shareholder
of a company upon his interest as shareholder, which
are paid by the company without reimbursement from
the shareholder, but in such cases no deduction shall
be allowed the shareholder for the amount of such
taxes;

(6) Depreciation. A reasonable allowance, as pro-
vided in section 23 (1), for the exhaustion, wear and
tear of property, including a reasonable allowance for
obsolescence; and

(7) Interest. All interest paid within the taxable
year on its indebtedness, except on indebtedness in-
curred or continued to purchase or carry obligations
(other than obligations of the United States issued
after September 24, 1917, and originally subscribed
for by the taxpayer), the interest upon which is
wholly exempt from taxation under this chapter.

(8) The amount of the net operating loss deduction
provided in section 23 (s). (As amended June 29,
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1939, 10 p. m. E. S. T., c. 247, Title II, § 211 (e) (1),
.53 Stat. 868.)

(b) Rental value of real estate. The deduction
under subsection (a) (5) or (6) of this section on
account of any real estate owned and occupied in
whole or in part by a life insurance company, shall
be limited to an amount which bears the same ratio
to such deduction (computed without regard to this
subsection) as the rental value of the space not so
occupied bears to the rental value of the entire
property. (53 Stat. 71, as amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 211 (e) (1), 53 Stat.
868.)

Subsec. (a), par. (8) was added by Act June 29, 1939.
cited to credit.

Derived from Act May 28, 1938, c. 289, § 203, 52 Stat.
523.

Similar provisions. Acts June 22, 1936, c. 690, § 203, 49
Stat. 1710; May 10, 1934, c. 277, § 203, 48 Stat. 732; June
6, 1932, c. 209,§ 203, 47 Stat. 224; May 29, 1928. c. 852,
§ 203. 45 Stat. 842; Feb. 26, 1926, c. 27. § 245, 44 Stat.
47; June 2, 1924, c. 34, § 245, 43 Stat. 289: Nov. 23, 1921,
c. 136, § 245, 42 Stat. 261, as amended by Act Sept. 19,
1922, c. 346, § 27, 42 Stat. 856.

§ 204. Insurance companies other than life or mu-
tual-(a) Imposition of tax-(1) In general. In lieu
of the tax imposed by sections 13 and 14, there shall
be levied, collected, and paid for each taxable year
upon the normal-tax net income of every insurance
company (other than a life or mutual insurance com-
pany) a tax at the rates provided in section 13 or
section 14 (b).

(2) Normal-tax net income of foreign companies.
In the case of a foreign insurance company (other
than a life or mutual insurance company), the normal-
tax net income shall be the net income from sources
within the United States minus the sum of-

(A) Interest on obligations of the United States
and its instrumentalities. The credit provided in
section 26 (a).

(B) Dividends received. The credit provided in sec-
tion 26 (b).

(3) No United States insurance business. Foreign
insurance companies not carrying on an insurance
business within the United States shall not be tax-
able under this section but shall be taxable as other
foreign corporations. (As amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 204, 53 Stat. 865.)

(b) Definition of income, etc. In the case of an
insurance company subject to the tax imposed by this
section-

(1) Gross income. "Gross Income" means the sum
of (A) the combined gross amount earned during the
taxable year, from investment income and from un-
derwriting income as provided in this subsection,
computed on the basis of the underwriting and in-
vestment exhibit of the annual statement approved
by the National Convention of Insurance Commis-
sioners, and (B) gain during the taxable year from
the sale or other disposition of property, and (C)
all other items constituting gross income under sec-
tion 22;

(2) Net income. "Net income" means the gross
Income as defined in paragraph (1) of this subsec-
tion less the deductions allowed by subsection (c)
of this section;

(3) Investment income. " Investment income"
means the gross amount of Income earned during the
taxable year from interest, dividends, and rents, com-
puted as follows:

To all interest, dividends and rents received during
the taxable year, add interest, dividends and rents
due and accrued at the end of the taxable year, and
deduct all interest, dividends and rents due and ac-
crued at the end of the preceding taxable year;

(4) Underwriting income. " Underwriting income"
means the premiums earned on insurance contracts
during the' taxable year less losses incurred and ex-
penses incurred;

(5) Premiums earned. "Premiums earned on in-
surance contracts during the taxable year" means
an amount computed as follows:

From the amount of gross premiums written on in-
surance contracts during the taxable year, deduct
return premiums and premiums paid for reinsurance.

To the result so obtained add unearned premiums on
outstanding business at the eld of the preceding tax-
able year and deduct unearned premiums on out-
standing business at the end of the taxable year;

(6) Losses incurred. "Losses incurred" means
losses incurred during the taxable year on insurance
contracts, computed as follows:

To losses paid during the taxable year, add salvage
and reinsurance recoverable outstanding at the end
of the preceding taxable year, and deduct salvage
and reinsurance recoverable outstanding at the end
of the taxable year. To the result so obtained add
all unpaid losses outstanding at the end of the tax-
able year and deduct unpaid losses outstanding at
the end of the preceding taxable year;

(7) Expenses incurred. "Expenses incurred"
means all expenses shown on the annual statement
approved by the National Convention of Insurance
Commissioners, and shall be computed as follows:

To all expenses paid during the taxable year add
expenses unpaid at the end of the taxable year and
deduct expenses unpaid at the end of the preceding
taxable year. For the purpose of computing the net
income subject to the tax imposed by this section
there shall be deducted from expenses incurred as
defined in this paragraph all expenses incurred which
are not allowed as deductions by subsection (c) of
this section.

(c) Deductions allowed. In computing the net in-
come of an insurance company subject to the tax
imposed by this section there shall be allowed as
deductions:

(1) All ordinary and necessary expenses incurred,
as provided in section 23 (a);

(2) All interest as provided in section 23 (b)
(3) Taxes as provided in section 23 (c);
(4) Losses incurred as defined in subsection (b)

(6) of this section;
(5) Subject to the limitation contained in section

117 (d), losses sustained during the taxable year
from the sale or other disposition of property;

(6) Bad debts in the nature of agency balances and
bills receivable ascertained to be worthless and charged
off within the taxable year;

(7) The amount of interest earned during the tax-
able year which under section 22 (b) (4) is excluded
from gross income;

(8) A reasonable allowance for the exhaustion,
wear and tear of property, as provided in section
23 (1);

(9) Charitable, and so forth, contributions, as pro-
vided in section 23 (q) ;

(10) Deductions (other than those specified in this
subsection) as provided in section 23. (As amended
June 29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 226 (a),
53 Stat. 881.)

d) Deductions of foreign corporations. In the
case of a foreign corporation the deductions allowed in
this section shall be allowed to the extent provided
in Supplement I in the case of a foreign corporation
engaged in trade or business within the United States
or having an office or place of business therein.

(e) Double deductions. Nothing in this section
shall be construed to permit the same item to be twice
deducted. (53 Stat. 72, as amended June 29, 1939,
10 p. m. E. S. T., c. 247, Title II, §§ 204, 226, 53 Stat.
865, 881.)

Subsee. (a) was amended by Act June 29. 1939, cited to
text, and amendment made applicable only with respect to
taxable years beginning after December 31, 1939, by § 229
of said act. Prior to said amendment subsection read as
follows:

"(a) Imposition of tax-(l) In general. In lieu of the tax
imposed by sections 13 and 14, there shall be levied, collected.
and paid for each taxable year upon the special class net
income of every Insurance company (other than a life or
mutual insurance company) a tax of 16% per centum of the
amount thereof.

"(2) Special class net income of foreign companies. In the
case of a foreign insurance company (other than a life or
mutual insurance company), the special class net income shall
be the net income from sources within the United States minus
the sum of-

"(A) Interest on obligations of the United States and its in-
strumentalities. The credit provided In section 26 (a).

"(B) Dividends received. The credit provided in section
26 (b).
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" (3) No United States insurance business. Foreign insurance
companies not carrying on an insurance business within the
United States shall not be taxable under this section but shall
be taxable as other foreign corporations."

Subsec. (c), par. (10) was amended by Act June 29, 1939
cited to text, and made applicable to taxable years begin-
ning after December 31, 1938, by § 226 (b) of said act.

Derived from Act May 28, 1938, c. 289, § 204. 52 Stat. 524.
Similar provisions. Acts June 22, 1936, c. 690, § 204, 49

Stat. 1711; May 10. 1934, c. 277, § 204, 48 Stat. 733. as
amended by Act Aug. 30, 1935, c. 829, §§ 102 (d), 104, 49
Stat. 1016, 1017; June 6, 1932, c. 209, § 204, 47 Stat. 225;
May 29, 1928, c. 852, § 204, 45 Stat. 844; Feb. 26, 1926,
c. 27, §§ 246 247, 44 Stat. 48 49; June 2, 1924, c. 234,
§§ 246, 247 43 Stat. 290. 291; Nov. 23, 1921, c. 136, § 246.
42 Stat. 26.

§ 205. Taxes of foreign countries and possessions
of United States. The amount of income, war-profits,
and excess-profits taxes imposed by foreign countries or
possessions of the United States shall be allowed as a
credit against the tax of a domestic insurance com-
pany subject to the tax imposed by section 201, 204,
or 207, to the extent provided in the case of a domestic
corporation In section 131, and in the case of the tax
imposed by section 201 or 204 "net income" as used
in section 131 means the net income as defined in this
Supplement. (53 Stat. 74.)

Derived from Act May 28, 1938, c. 289, § 205, 52 Stat. 526.
Similar provisions. Acts June 22 1936 c 690, § 205, 49

Stat. 1713; May 10, 1934, c. 277, § 205, 48 Stat. 735; June 6,
1932, c. 209, § 206, 47 Stat. 227; Mal 29, 1928, c. 852, § 206,
45 Stat. 846; Feb. 26, 1926, c. 27, § 238, 44 Stat. 44; June 2,
1924 c 234 § 238 43 Stat. 286" ;Nov. 23, 1921 e. 136, J 238,
42 Stat. 258, as aiended by Act Sept. 19, 1922, c. 346, § 23,
42 Stat. 856; Feb. 24, 1919, c. 18, § 238, 40 Stat. 1080.

§ 206. Computation of gross income. The gross in-
come of insurance companies subject to the tax imposed
by section 201 or 204 shall not be determined in the
manner provided in section 119. (53 Stat. 74.)

Derived from Act May 28, 1938, c. 289, § 206, 52 Stat. 526.
Similar provisions. Acts June 22, 1936, c. 690, § 206, 49

Stat. 1713- May 10, 1934, c. 277, § 206. 48 Stat. 735; June 6,
1932, c. 20b, § 207, 47 Stat. 227; May 29, 1928, c. 852, § 207,
45 Stat. 846; Feb. 26. 1926, c. 27, 233, 44 Stat. 41; June 2,
1924, c. 234, § 233, 43 Stat. 283; Nov. 23, 1921, c. 136, § 233,
42 Stat. 254; Feb. 24, 1919, c. 18, § 233, 40 Stat. 1077.

§ 207. Mutual insurance companies other than life-
(a) Imposition of tax-(1) In general. There shall
be levied, collected, and paid for each taxable year
upon the normal-tax net income of every mutual insur-
ance company (other than a life insurance company) a
tax at the rates provided in section 13 or section
14 (b).
(2) Foreign corporations. The tax imposed by

paragraph (1) shall apply to foreign corporations as
well as domestic corporations; but foreign insurance
companies not carrying on an insurance business within
the United States shall be taxable as other foreign
corporations. (As amended June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 205, 53 Stat. 865.)
(b) Gross income. Mutual marine-insurance com-

panies shall include in gross income the gross pre-
miums collected and received by them less amounts
paid for reinsurance.

(c) Deductions. In addition to the deductions al-
lowed to corporations by section 23 the following de-
ductions to insurance companies shall also be allowed,
unless otherwise allowed-

(1) Mutual insurance companies other than life
insurance. In the case of mutual insurance companies
other than life insurance companies-

(A) the net addition required by law to be made
within the taxable year to reserve funds (including in
the case of assessment insurance companies the actual
deposit of sums with State or Territorial officers pur-
suant to law as additions to guarantee or reserve
funds) ; and

(B) the sums other than dividends paid within the
taxable year on policy and annuity contracts.

(2) Mutual marine insurance companies. In the
case of mutual marine insurance companies, in addition
to the deductions allowed in paragraph (1) of this sub-
section, unless otherwise allowed, amounts repaid to
policyholders on account of premiums previously paid
by them, and interest paid upon such amounts between
the ascertainment and the payment thereof;

(3) Mutual insurance companies other than life
and marine. In the case of mutual insurance com-
panies (including interinsurers and reciprocal under-
writers, but not including mutual life or mutual marine
insurance companies) requiring their members to make
premium deposits to provide for losses and expenses,
the amount of premium deposits returned to their
policyholders and the amount of premium deposits
retained for the payment of losses, expenses, and rein-
surance reserves. (53 Stat. 74, as amended June 29,
1939, 10 p. m. E. S. T., c. 247, Title II, § 205, 53 Stat.
865.)

Subsec. (a) was amended by Act June 29, 1939, cited to
text, and amendment made applicable only with respect to
taxable years beginning after December 31, 1939 by § 229 of
said act. Prior to said amendment subsection (a) read as
follows:

"(a) Imposition of tax-(1) In general. There shall be
levied, collected, and paid for each taxable year upon the
special class net income of every mutual insurance company
(other than a life insurance company) a tax equal to 161/2
per centum thereof.

"(2) Foreign corporations. The tax imposed by paragraph
(1) shall apply to foreign corporations as well as domestic
corporations; but foreign insurance companies not carrying
on an insurance business within the United States shall be
taxable as other foreign corporations."

Derived from Act May 28, 1938, c. 289. § 207, 52 Stat. 526.
Similar provisions. Acts June 22, 1936, c. 690, § 207, 49

Stat. 1713-May 10, 1934, c. 277, § 207. 48 Stat. 735; June 6,
1932, c. 20b, § 208, 47 Stat. 227; May 29, 1928. c. 852, § 208,
45 Stat. 846; Feb. 26, 1926, c. 27, § § 233, 234, 44 Stat. 41;
June 2, 1924, c. 234, §§ 233, 234, 43 Stat. 283; Nov. 23,1921,
c. 136, § 233, 42 Stat. 254; Feb. 24, 1919, c. 18, § 233, 40
Stat. 1077.

§ 208. Net operating losses. The benefit of the
deduction for net operating losses allowed by section
23 (s) shall be allowed to insurance companies subject
to the taxes imposed in this supplement under regula-
tions prescribed by the Commissioner with the approval
of the Secretary. (Added June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 211 (e) (2), 53 Stat. 868.)

SUPPLEMENT H.-NONRESIDENT ALIEN INDIvIDUALS

§ 211. Tax on nonresident alien individuals-(a)
No United States business or office-(1) General
rule-(A) Imposition of tax. There shall be levied,
collected, and paid for each taxable year, in lieu of
the tax imposed by sections 11 and 12, upon the amount
received, by every nonresident alien individual not
engaged in trade or business within the United States
and not having an office or place of business therein,
from sources within the United States as interest
(except interest on deposits with persons carrying on
the banking business), dividends, rents, salaries,
wages, premiums, annuities, compensations, remunera-
tions, emoluments, or other fixed or determinable an-
nual or periodical gains, profits, and income, a tax of
10 per centum of such amount, except that such rate
shall be reduced, in the case of a resident of a con-
tignous country, to such rate (not less than 5 per
centum) as may be provided by treaty with such
country.

(B) Cross reference.
For inclusion in computation of tax of amount specified in

shareholder's consent, see section 28.
(2) Aggregate more than $21,600. The tax im-

posed by paragraph (1) shall not apply to any indi-
vidual if the aggregate amount received during the
taxable year from the sources therein specified is
more than $21,600.

(3) Residents of contiguous countries. Despite
the provisions of paragraph (2), the provisions of
paragraph (1) shall apply to a resident of a contiguous
country so long as there is in effect a treaty with such
country (ratified prior to August 26, 1937) under which
the rate of tax under section 211 (a) of the Revenue
Act of 1936, 49 Stat. 1714, prior to its amendment by
section 501 (a) of the Revenue Act of 1937, 50 Stat.
830, was reduced.

(b) United States business or office. A nonresident
alien individual engaged in trade or business in the
United States or having an office or place of business
therein shall be taxable without regard to the pro-
visions of subsection (a). As used in this section,
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section 119, section 143, section 144, and section 231, the
phrase "engaged in trade or business within the
United States" includes the performance of personal
services within the United States at any time within
the taxable year, but does not include the performance
of personal services for a nonresident alien individ-
ual, foreign partnership, or foreign corporation, not
engaged in trade or business within the United States,
by a nonresident alien individual temporarily present
in the United States for a period or periods not ex-
ceeding a total of ninety days during the taxable year
and whose compensation for such services does not
exceed in the aggregate $3,000. Such phrase does not
include the effectifig of transactions in the United
States in stocks, securities, or commodities through a
resident broker, commission agent, or custodian.

(c) No United States business or office and gross
income of more than $21,600. A nonresident alien
individual not engaged in trade or business within the
United States and not having an office or place of
business therein who has a gross income for any tax-
able year of more than $21,600 from the sources speci-
fied in subsection (a) (1), shall be taxable without
regard to the provisions of subsection (a) (1), except
that-

(1) The gross income shall include only income from
the sources specified in subsection (a) (1) ;

(2) The deductions (other than the so-called "char-
itable deduction" provided in section 213 (c)) shall
be allowed only if and to the extent that they are
properly allocable to the gross income from the sources
specified in subsection (a) (1) ;

(3) The aggregate of the normal and surtax under
sections 11 and 12 shall, in no case, be less than 10
per centum of the gross income from the sources speci-
fied in subsection (a) (1) ; and

(4) This subsection shall not apply to a resident
of a contiguous country so long as there is in effect
a treaty with such country (ratified prior to August
26, 1937) under which the rate of tax under section
211 (a) of the Revenue Act of 1936, prior to its amend-
ment by section 501 (a) of the Revenue Act of 1937,
was reduced. (53 Stat. 75.)

Derived from Act May 28, 1938, c. 289, 1 211, 52 Stat. 527.
Similar provisions. Acts June 22 1936 c 690, 211 49

Stat. 1714, as amended Aug. 26, 1937, c. 815, Title V, § 5Ol,
50 Stat. 830.

§ 212. Gross income-(a) General rule. In the case
of a nonresident alien individual gross income includes
only the gross income from sources within the United
States.

(b) Ships under foreign flag. The income of a
nonresident alien individual which consists exclusively
of earnings derived from the operation of a ship or
ships documented under the laws of a foreign country
which grants an equivalent exemption to citizens of
the United States and to corporations organized in the
United States shall not be included in gross income
and shall be exempt from taxation under this chapter.
(53 Stat. 76.)

Derived from Act May 28, 1938, c. 289. § 212, 52 Stat. 527.
Similar provisions. Acts June 22, 1936, c. 690, § 212, 49

Stat. 1715 ; May 10, 1934, c. 277, § 211, 48 Stat. 735 ; June 6,
1932, c. 209, § 212, 47 Stat. 228; May 29. 1928. c. 852. § 212,
45 Stat. 847; Feb. 26. 1926, c. 27, §§ 210. 213, 44 Stat. 21, 23;
June 2, 1924. c, 234, §§ 210. 213. 43 Stat. 264, 267. as
section 213 was amended by Act Feb. 26, 1925, c. 345, § 12,
43 Stat. 997.

§ 213. Deductions-(a) General rule. In the case
of a nonresident alien individual the deductions shall
be allowed only if and to the extent that they are con-
nected with income from sources within the United
States; and the proper apportionment and allocation
of the deductions with respect to sources of income
within and without the United States shall be deter-
mined as provided in section 119, under rules and
regulations prescribed by the Commissioner with the
approval of the Secretary.

(b) Losses. (1) The deduction, for losses not con-
nected with the trade or business if incurred in trans-
actions entered into for profit, allowed by section
23 (e) (2) shall be allowed whether or not con-
nected with income from sources within the United

States, but only if the profit, if such transaction had
resulted in a profit, would be taxable under this
chapter.

(2) The deduction for losses of property not con-
nected with the trade or business if arising from cer-
tain casualties or theft, allowed by section 23 (e)
(3), shall be allowed whether or not connected with
income from sources within the United States, but
only if the loss is of property within the United
States.

(c) Charitable, etc., contributions. The so-called
"charitable contribution" deduction allowed by sec-
tion 23 (o) shall be allowed whether or not con-
nected with income from sources within the United
States, but only as to contributions or gifts made to
domestic corporations, or to community chests, funds,
or foundations, created in the United States, or to the
vocational rehabilitation fund. (53 Stat. 76.)

Derived from Act May 28, 1938, c. 289, § 213, 52 Stat.
528.

Similar provisions. Acts June 22, 1936, c. 690, § 213, 49
Stat. 1715; May 10, 1934, c. 277, § 212, 48 Stat. 736; June
6, 1932, t. 209, § 213, 47 Stat. 228; May 29, 1928, c. 852,
16 213, 45 Stat. 847; Feb. 26, 1926, c. 27, § 214, 44 Stat.

; June 2, 1924, c. 234, § 214, 43 Stat. 269.

§ 214. Credits against net income. In the case of
a nonresident alien individual the personal exemption
allowed by section 25 (b) (1) of this chapter shall
be only $1,000. The credit for dependents allowed
by section 25 (b) (2) shall not be. allowed in the
case of a nonresident alien individual unless he is a
resident of a contiguous country. (53 Stat. 77.)

Derived from Act May 28, 1938, c. 289, § 214, 52 Stat.
528.

Similar provisions. Acts June 22. 1936. c. 690, § 214, 49
Stat. 1715; May 10, 1934, c. 277, § 213, 48 Stat. 736; June
6, 1932, c. 209, 1 214, 47 Stat. 229; May 29, 1928, c. 852,

' 214, 45 Stat. 848; Feb. 26, 1926, c. 27, § 216, 44 Stat.
9; June 2, 1924, c. 234, § 216, 43 Stat. 272.

§ 215. Allowance of deductions and credits-(a)
Return to contain information. A nonresident alien
individual shall receive the benefit of the deductions
and credits allowed to him in this chapter only by
filing or causing to be filed with the collector a true
and accurate return of his total income received from
all sources in the United States, in the manner pre-
scribed in this chapter; including 'therein all the in-
formation which the Commissioner may deem neces-
sary for the calculation of such deductions and
credits.

(b) Tax withheld at source. The benefit of the
personal exemption and credit for dependents may, in
the discretion of the Commissioner and under regula-
tions prescribed by him with the approval of the
Secretary, be received by a nonresident alien individ-
ual entitled thereto, by filing a claim therefor with the
withholding agent. (53 Stat. 77.)

Derived from Act May 28, 1938, c. 289, § 215, 52 Stat.
528.

Similar provisions. Acts June 22, 1936, e. 690, § 215, 49
Stat. 1716' May 10, 1934, c. 277, § 214, 48 Stat. 736;
June 6, 19A2, c. 209, § 215, 47 Stat, 229; May 29 1928,
c. 852, § 215, 45 Stat. 848; Feb. 26, 1926, c. 27, § 217,
44 Stat. 30; June 2, 1924, c. 234, § 217, 43 Stat. 273;
Nov. 23, 1921, c. 136, § 217, 42 Stat. 243; Feb. 24, 1919,
c. 18, § 217, 40 Stat. 1069; Sept. 8, 1916, C. 463, § 6, 39
Stat. 760. as amended by Act Oct. 3, 1917, c. 63, § 1202,
40 Stat. 330.

§ 216. Credits against tax. A nonresident alien in-
dividual shall not be allowed the credits against the
tax for taxes of foreign countries and possessions of the
United States allowed by section 131. (53 Stat. 77.)

Derived from Act May 28, 1938, c. 289. § 216. 52 Stat. 528.
Similar provisions. Acts June 22. 1936, c. 690, § 216, 49

Stat. 1716: May 10, 1934, c. 277, § 215, 48 Stat. 737; June 6,
1932, c. 209, § 216, 47 Stat. 229; May 29, 1928, c. 852, § 216,
45 Stat. 848.

§ 217. Returns-(a) Requirement. In 'the case of
a nonresident alien individual the return, in lieu of the
time prescribed in section 53 (a) (1), shall be made on
or before the fifteenth day of the sixth month following
the close of the fiscal year, or, if the return is made on
the basis of the calendar year, then on or before the
fifteenth day of June.

(b) Exemption from requirement. Subject to such
conditions, limitations, and exceptions and under such
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regulations as may be prescribed by the Commissioner,
with the approval of the Secretary, nonresident alien
individuals subject to the tax imposed by section 211
(a) may be exempted from the requirement of filing
returns of such tax. (53 Stat. 77.)

Derived from Act May 28, 1938, c. 289, § 217, 52 Stat. 529.
Similar provisions. Acts June 22, 1936, c. 690, § 217, 49

Stat. 1716 May 10, 1934, c. 277, § 216 48 Stat. 737; June 6,
1932, c. 206 217, 47 Stat. 229; May 29 1928, c. 852, § 217,
45 Stat. 848; Feb. 26 196, c. 27, § 227, '44 Stat. 39; June 2,1924, c. 284, I 227, 43 Stat: 281 Nov 23 1921, c. 136, § 227,
42 Stat. 251; Feb. 24, 1919, c. 1§, § 227, '40 Stat. 1075; Sept.
8, 1916, c. 463, § 8, 39 Stat. 761, as amended by Act Oct. 3,
1917, c. 63, § 1204, 40 Stat. 331; Oct. 3, 1913, c. 16, § II, D,
38 Stat. 168.

§ 218. Payment of tax-(a) Time of payment. In
the case of a nonresident alien individual the total
amount of tax imposed by this chapter shall be paid,
in lieu of the time prescribed in section 56 (a), on the
fifteenth day of June following the close of the calendar
year, or, if the return should be made on the basis of a
fiscal year, then on the fifteenth day of the sixth month
following the close of the fiscal year.

(b) Withholding at source.
For withholding at source of tax on income of nonresident

aliens, see section 148.
(53 Stat. 77.)

Derived from Act May 28, 1938, c. 289, § 218, 52 Stat.529.
Similar provisions. Acts June 22. 1936, c. 690, § 218, 49

Stat. 1716; May 10, 1934, c. 271, § 217, 48 Stat. 737;
June 6, 1932, c. 209, § 218, 47 Stat. 229; May 29, 1928,
,. 852, § 218, 45 Stat. 848; Feb. 26, 1926, c. 27, § 270a, 44
Stat. 54; June 2, 1924 c. 234 § 270a 43 Stat. 295; Nov.
23, 1921, c. 136, § 250, 42 Stat. 264; Feb. 24, 1919, c.
18, § 250, 40 Stat. 1082 ; Oct. 3, 1917, c. 63, § 1009, 40
Stat. 326; Sept. 8, 1916, c. 463, §§ 9, 14, 39 Stat. 763, 772,
as amended by Act Oct. 3, 1917, c. 63, § 1205, 40 Stat. 332;
Oct. 3, 1913, c. 16, § II, 'E, G, 38 Stat. 169, 176.

§ 219. Partnerships. For the purpose of this chap-
ter, a nonresident alien individual shall be considered
as being engaged in a trade or business within the
United States if the partnership of which he is a
member is so engaged and as having an offide or
place of business within the United States if the
partnership of which he is a member has such an
office or place of business. (53 Stat. 78.)

Derived from Act May 28, 1938,.c. 289, § 219, 52 Stat.
530.

Similar provisions. Act June 22, 1936, c. 690, § 219, 49
Stat. 1716.

SUPPLEMENT I.-OREIGN CORPORATIONS

§ 231. Tax on foreign corporations--(a) Nonresi-
dent corporations--(1) Imposition of tax. There
shall be levied, collected, and paid for each taxable
year, in lieu of the tax imposed by sections 13 and
14, upon the amount received by every foreign cor-
poration not engaged in trade or business within the
United States and not having an office or place of
business therein, from sources within the United
States as interest (except interest on deposits with
persons carrying on the banking business), dividends,
rents, salaries, wages, premiums, annuities, compen-
sations, remunerations, emoluments, or other fixed or
determinable annual or periodical gains, profits, and
income, a tax of 15 per centum of such amount, ex-
cept that in the case of dividends the rate shall be
10 per centum, and except that in the case of cor-
porations organized under the laws of a contiguous
country such rate of 10 per centum with respect
to dividends shall be reduced to such rate (not less
than 5 per centum) as may be provided by treaty
with such country.

(2) Cross reference.
For inclusion In computation of tax of amount specified

In shareholder's consent, see section 28.
(b) Resident corporations. A foreign corporation

engaged in trade or business within the United States
or having an office or place of business therein shall
be taxable as provided in section 14 (c) (1). (As
amended June 29, 1939, 10 p. m. E. S. T., c. 247,
Title II, § 206, 53 Stat. 866.)

(c) Gross income. In the case of a foreign corpo-
ration gross income includes only the gross income
from sources within the United States.

(d) Ships under foreign flag. The income of a
foreign corporation, which consists exclusively of
earnings derived from the operation of a ship or
ships documented under the laws of a foreign country
which grants an equivalent exemption to citizens of
the United States and to corporations organized in
the United States, shall not be included in gross in-
come and shall be exempt from taxation under this
chapter. (53 Stat. 78, as amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, § 206, 53 Stat. 866.)

Subsec. (b) was amended by Act June 29, 1939, cited
to text, and amendment made applicable only with respect
to taxable years beginning after December 31, 1939, by § 229
of said act. Prior to said amendment subsection (b) read as
follows:"(b) Resident corporations. A foreign corporation engaged
in trade or business within the United States or having an
office or place of business therein shall be taxable as pro-
vided in section 14 (e) (1)."'

Derived from Act May 28, 1938, c. 289. § 231, 52 Stat.
530.

Similar provisions. Acts June 22, 1936, c. 690, § 231. 49
Stat. 1717; May 10, 1934, c. 277, § 231, 48 Stat. 737;
June 6, 1932 c. 209, § 231, 47 Stat. 229; May 29, 1928,
c. 852, § 231, 45 Stat. 849; Feb. 26, 1926, c. 27, §§ 213, 233,
44 Stat. 23, 41; June 2, 1924, c. 234, §§ 213, 233, 43 Stat.
267, 283, as amended by Act Feb. 26 1925 c. 345 § 12 43
Stat. 997; Nov. 23, 1921, c. 136, § 233, 42 Stat. '254; Wb.
24, 1919, c. 18, § 233, 40 Stat. 1077.

§ 232. Deductions-(a) In general. In the case of
a foreign corporation the deductions shall be allowed
only if and to the extent that they are connected with
income from sources within the United States; and
the proper apportionment and allocation of the de-
ductions with respect to sources within and without
the United States shall be determined as provided in
section 119, under rules and regulations prescribed by
the Commissioner with the approval of the Secretary.
(b) Charitable, and so forth, contributions. The

so-called "charitable contribution " deduction allowed
by section 23 (q) shall be allowed whether or not
connected with income from sources within the
United States. (53 Stat. 78.)

Derived from Act May 28, 1938, c. 289, § 232, 52 Stat. 531.
Similar provisions. Acts June 22, 1936, c. 690, § 232, 49

Stat. 1717; May 10, 1934, c. 277, § 232, 48 Stat. 737, as
amended by Act Aug. 30, 1935, c. 829, 1 102 (e), 49 Stat.
1016; June 6, 1932, c. 209, § 232, 47 Stat. 230; May 29,
1928, c. 852 § 232, 45 Stat. 849; Feb. 26, 1926, c. 27, § 234,
44 Stat. 41; June 2, 1924, c. 234, § 234, 43 Stat. 283;
Nov. 23, 1921, c. 136 § 234 42 Stat. 254, as amended by
Act Sept. 19 1922, c. 346, § 27, 42 Stat 856; Feb. 24, 1919
c. 18, § 234, 40 Stat. 1077 ; Sept. 8, 1916, c. 463, t 12, 39 Stat.
767, as amended by Act Oct. 3, 1917, c. 63, § 1207, 40 Stat.
334 ; Oct. 3, 1913, c. 16, § II, G, 38 Stat. 172.

§ 233. Allowance of deductions and credits. A for-
eign corporation shall receive the benefit of the deduc-
tions and credits allowed to it in this chapter only by
filing or causing to be filed with the collector a true
and accurate return of its total income received from
all sources in the United States, in the manner pre-
scribed in this chapter; including therein all the in-
formation which the Commissioner may deem neces-
sary for the calculation of such deductions and credits.
(53 Stat. 79.)

Derived from Act May 28, 1938, c. 289, § 233, 52 Stat. 531.
Similar provisions. Acts June 22, 1936, c. 690, § 233. 49

Stat. 1717; May 10, 1934, c. 277, § 233, 48 Stat. 737; June
6, 1932, c. 209, § 233, 47 Stat. 230; May 29, 1928, c. 852,
8'233, 45 Stat. 849; Feb. 26, 1926 c. 27, §§ 217, 232, 44
Stat. 30, 41; June 2, 1924, c. 234, § 217 232, 43 Stat.
273, 283; Nov. 23, 1921, c. 136, §§ 217. 232, 42 Stat. 243,
254; Feb. 24, 1919, c. 18, §§ 217, 232, 40 Stat. 1069, 1077.

§ 234. Credits against tax. Foreign corporations
shall not be allowed the credits. against the tax for
taxes of foreign countries and possessions of the
United States allowed by section 131. (53 Stat. 79.)

Derived from Act May 28, 1938, c. 289, § 234, 52 Stat.
531.

Similar provisions. Acts June 22, 1936, c. 690, § 234. 49
Stat. 1718; May 10, 1934, c. 277, § 234, 48 Stat. 737; June
6, 1932, c. 209, § 234, 47 Stat. 230; May 29, 1928, c. 852,
§ 234, 45 Stat. 849.

§ 235. Returns-(a) Time of filing. In the case of
a foreign corporation not having any office or place
of business in the United States the return, in lieu of
the time prescribed in section 53 (a) (1), shall be
made on or before the fifteenth day of the sixth month
following the close of the fiscal year, or, if the return
is made on the basis of the calendar year then on or
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before the fifteenth day of June. If any foreign cor-
poration has no office or place of business in the
United States but has an agent in the United States,
the return shall be made by the agent.

(b) Exemption from requirement. Subject to such
conditions, limitations, and exceptions and under such
regulations as may be prescribed by the Commissioner,
with the approval of the Secretary, corporations sub-
ject to the tax imposed by section 231 (a) may be
exempted from the requirement of filing returns of
such tax. (53 Stat. 79.)

Derived from Act May 28, 1938, c. 289, § 235, 52 Stat. 531.
Similar provisions. Acts June 22, 1936. c. 690, § 235, 49

Stat. 1718; May 10 1934 c. 277. § 235, 48 Stat. 738; June
6, 1932, c. 209, § 25, 47' Stat. 230; May 29 1928 c 852,
§ 235, 45 Stat. 849; Feb. 26, 1926, c. 27, §J 239 ' 241 '44 Stat.
45; June 2, 1924, c. 234, § 239, 241. 43 Stat. 287 ;' Nov. 23,
1921, c. 136, §§ 239, 241, 42 Stat. 259, 260; Feb. 24, 1919,
c. 18, §§ 239, 241, 40 Stat. 1081, 1082; Sept. 8, 1916. c. 463,
§ 13 39 Stat. 770 as amended by Act Oct. 3 1917, c. 63,

1208. 40 Stat. 335; Oct. 3, 1913, c. 16, § II, G, 38 Stat.
174, 175.

§ 236. Payment of tax-(a) Time of payment. In
the case of a foreign corporation not having any office
or place of business in the United States the total
amount of tax imposed by this chapter shall be paid,
in lieu of the time prescribed in section 56 (a), on the
fifteenth day of June following the close of the calen-
dar year, or, if the return should be made on the
basis of a fiscal year, then on the fifteenth day of the
sixth month following the close of the fiscal year.

(b) Withholding at source.
For withholding at source of tax on income of foreign

corporations, see section 144.
(53 Stat. 79.)

Derived from Act May 28, 1938, c. 289, § 236, 52 Stat. 531.
Similar provisions. Acts June 22, 1936, c. 690, § 236, 49

Stat. 1718; May 10, 1934, c. 277, § 236, 48 Stat. 738; June
6, 1932, c. 209, § 236, 47 Stat. 230; May 29, 1928, c. 852,
§ 236, 45 Stat. 849 ; Feb. 26, 1926, c. 27, § 270a, 44 Stat.
54* June 2 1924, c. 234, § 270a, 43 Stat. 295; Nov. 23,
1921, c. 13d, § 250, 42 Stat. 264; Feb. 24, 1919, c. 18, §
250, 40 Stat. 1082 Oct. 3, 1917, c. 63, § 1009, 40 Stat. 326;
Sept. 8, 1916, c. 463, §§ 9, 14, 39 Stat. 763, 772, as amended
by Act Oct. 3, 1917, c. 63, § 1205, 40 Stat. 332; Oct. 3,
1913, c. 16, § II, E, G, 38 Stat. 167, 176.

§ 237. Foreign insurance companies.
For special provisions relating to foreign Insurance com-

panies, see Supplement G.
(53 Stat. 79.)

Derived from Act May 28, 1938, c. 289, § 237, 52 Stat. 531.
Similar provisions. Acts June 22, 1936, c. 690, § 237, 49

Stat. 1718 ; May 10, 1934, c. 277, § 237, 48 Stat. 738.

§ 238. Affiliation. A foreign corporation shall not
be deemed to be affiliated with any other corporation
within the meaning of section 141. (53 Stat. 79.)

Derived from Act May 28, 1938, c. 289. § 238, 52 Stat. 532.
Similar provisions. Acts June 22, 1936, c. 690, § 238, 49

Stat. 1718 ; May 10, 1934, c. 277, § 238, 48 Stat. 738; June 6,
1932. c. 209, § 238, 47 Stat. 230 ; May 29, 1928, c. 852, § 238,
45 Stat. 850.

SUPPLEMENT J.-POSSESSIONS OF THE UNITD STATES

§ 251. Income from sources within possessions of
United States--(a) General rule. In the case of
citizens of the United States or domestic corporations,
satisfying the following conditions, gross income
means only gross income from sources within the
United States--

(1) If 80 per centum or more of the gross income
of such citizen or domestic corporation (computed
without the benefit of this section), for the three-year
period immediately preceding the close of the taxable
year (or for such part of such period immediately
preceding the close of such taxable year as may be
applicable) was derived from sources within a pos-
session of the United States; and

(2) If, in the case of such corporation, 50 per
centum or more of its gross income (computed with-
out the benefit of this section) for such period or such
part thereof was derived from the active conduct of
a trade or business within a possession of the United
States; or

(3) If, in case of such citizen, 50 per centum or
more of his gross income (computed without the bene-
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fit of this section) for such period or such part thereof
was derived from the active conduct of a trade or
business within a possession of the United States
either on his own account or as an employee or agent
of another.

(b) Amounts received in United States. Notwith-
standing the provisions of subsection (a) there shall
be included in gross income all amounts received by
such citizens or corporations within the United States,
whether derived from sources within or without the
United States.

(c) Tax in case of corporations-(1) Corporation
tax. A domestic corporation entitled to the benefits
of this section shall be subject to tax under section 13
or section 14 (b). (As amended June 29, 1939, 10 p. m.
E. S. T., c. 247, Title II, § 207, 53 Stat. 866.)

(2) Cross reference.
For Inclusion in computation of tax of amount specified In

shareholder's consent, see section 28.
(d) Definition. As used in this section the term

"Possession of the United States" does not include the
Virgin Islands of the United States.

(e) Deductions. (1) Citizens of the United States
entitled to the benefits of this section shall have the
same deductions as are allowed by Supplement H in
the case of a nonresident alien individual engaged in
trade or business within the United States or having
an office or place of business therein.

(2) Domestic corporations entitled to the benefits of
this section shall have the same deductions as are
allowed by Supplement I in the case of a foreign cor-
poration engaged in trade or business within the United
States or having an office or place of business therein.

(f) Credits against net income. A citizen of the
United States entitled to the benefits of this section
shall be allowed a personal exemption of only $1,000
and shall not be allowed the credit for dependents pro-
vided In section 25 (b) (2).

(g) Allowance of deductions and credits. Citizens
of the United States and domestic corporations entitled
to the benefits of this section shall receive the benefit
of the deductions and credits allowed to them in this
chapter only by filing or causing to be filed with the
collector a true and accurate return of their total in-
come received from all sources in the United States,
in the manner prescribed in this chapter; including
therein all the information which the Commissioner
may deem necessary for the calculation of such deduc-
tions and credits.

(h) Credits against tax. Persons entitled to the
benefits of this section shall not be allowed the credits
against the tax for taxes of foreign countries and pos-
sessions of the United States allowed by section 131.

(i) Affiliation. A corporation entitled to the bene-
fits of this section shall not be deemed to be affiliated
with any other corporation within the meaning of
section 141. (53 Stat. 79, as amended June 29, 1939,
10 p. m. E. S. T., c. 247, Title II, § 207, 53 Stat. 866.)

Subsec. (c), par, (1) was amended by Act June 29, 1939,
cited to text, and amendment made applicable only with
respect to taxable years beginning after December 31, 1939 by
§ 229 of said act. Prior to said amendment subsection (c),
par. (1) read as follows:

"(c) Tax in case of corporations-(1) Section imposing tax.
A domestic corporation entitled to the benefits of this section
shall be taxable as provided in section 14 (d)."

Derived from Act May 28, 1938, c 289 § 251 52 Stat. 532.
Similar provisions. Acts June 22, 196, c. 690 § 251, 49

Stat. 1718; May 10, 1934, c. 277, § 251 48 Stat 738; June 6,
1932. c. 209, § 251, 47 Stat. 231; May 29 1928, c. 852, § 251,
45 Stat. 850; Feb. 26, 1926, c. 27, § 214, 2164 217, 222, 232,
234, 238, 240, 262, 44 Stat. 26, 29, 30, 36, 41, 44, 46, 53;
June 2, 1924, c. 234, §§ 214, 216, 217, 222, 232, 234, 238, 240,
262. 43 Stat. 269, 272, 273, 279, 283, 286, 288, 294.

§ 252. Citizens of possessions of United States.
(a) Any individual who is a citizen of any possession
of the United States (but not otherwise a citizen of
the United States) and who is not a resident of the
United States, shall be subject to taxation under this
chapter only as to income derived from sources within
the United States, and in such case the tax shall be
computed and paid in the same manner and subject to
the same conditions as in the case of other persons
who are taxable only as to income derived from such
sources.
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(b) Nothing in this section shall be construed to
alter or amend the provisions of the Act entitled "An
Act making appropriations for the naval service for
the fiscal year ending June 30, 1922, and for other pur-
poses," approved July 12, 1921, c. 44, 42 Stat. 123
(U. S. C., Title 48, § 1397), relating to the imposition
of income taxes in the Virgin Islands of the United
States. (53 Stat. 80.)

Derived from Act May 28, 1938, c. 289, § 252, 52 Stat. 533.
Similar provisions. Acts June 22 1936 c 690, § 252, 49

Stat. 1719; May 10, 1934, c. 277, § 252, 48 Stat. 739; June 6,
1932, c. 209, § 252, 47 Stat. 232; May 29 1928 c. 852,
§ 252, 45 Stat. 851; Feb. 26, 1926, c. 27, § 260 44 Stat. 52
June 2, 1924, c. 234, § 260, 43 Stat. W9; i4ov. 23, 1921
c. 136, 260, 42 Stat. 270; Feb. 24, 1919, c. 18, § 260, 40
Stat. 1087.

SUPPLEMENT K.-CHINA TRADE ACT CORPORATIONS

§ 261. Taxation in general-(a) Corporation tax.
A corporation organized under the China Trade Act,
1922, 42 Stat. 849 (U. S. C., 1934 ed., title 15, chap. 4),
shall be subject to tax under section 13 or section
14 (b). (As amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 208, 53 Stat. 866.)

(b) Cross reference.
For Inclusion In computation of tax of amount specified In

shareholder's consent, see section 28.
(53 Stat. 81, as amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 208, 53 Stat. 866.)

Subsec. (a) was amended by Act June 29, 1939, cited to
text, and amendment made applicable only with respect to
taxable years beginning after December 31, 1939 by § 229 of
said act. Prior to said amendment subsection (a) read as
follows:

"(a) Imposition of tax. A corporation organized under the
China Trade Act, 1922, 42 Stat. 849 (U. S. C., Title 15, c. 4),
shall be taxable as provided in section 14 (d)."

Derived from Act May 28. 1938 c 289, § 261, 52 Stat. 533.
Similar provisions. Act June 22, 1936, c. 690, § 261, 49

Stat. 1720.
§ 262. Credit against net income-(a) Allowance of

credit. For the purpose only of the taxes imposed by
sections 13, 14, and 600 of this title and section 106
of the Revenue Act of 1935 there shall be allowed, in
the case of a corporation organized under the China
Trade Act, 1922, in addition to the credits against net
income otherwise allowed such corporation, a credit
against the net income of an amount equal to the
proportion of the net income derived from sources
within China (determined in a similar manner to that
provided in section 119) which the par value of the
shares of stock of the corporation owned on the last
day of the taxable year by (1) persons resident in
China, the United States, or possessions of the United
States, and (2) individual citizens of the United
States or China wherever resident, bears to the par
value of the whole number of shares of stock of the
corporation outstanding on such date: Provided, That
in no case shall the diminution, by reason of such
credit, of the tax imposed by such section 13 or 14
(computed without regard to this section) exceed the
amount of the special dividend certified under sub-
section (b) of this section; and in no case shall the
diminution, by reason of such credit, of the tax im-
posed by such section 106 or 600 (computed without
regard to this section) exceed the amount by which
such special dividend exceeds the diminution permit-
ted by this section in the tax imposed by such section
13 or 14. (As amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 210 (c), 53 Stat. 866.)

(b) Special dividend. Such credit shall not be
allowed unless the Secretary of Commerce has certi-
fied to the Commissioner-

(1) The amount which, during the year ending on
the date fixed by law for filing the return, the corpo-
ration has distributed as a special dividend to or for
the benefit of such persons as on the last day of the
taxable year were resident in China, the United
States, or possessions of the United States, or were
individual citizens of the United States or China, and
owned shares of stock of the corporation;

(2) That such special dividend was in addition to
all other amounts, payable or to be payable to such
persons or for their benefit, by reason of their inter-
est in the corporation; and

(3) That such distribution has been made to or for
the benefit of such persons in proportion to the par
value of the shares of stock of the corporation owned
by each; except that if the corporation has more
than one class of stock, the certificates shall contain
a statement that the articles of incorporation pro-
vide a method for the apportionment of such special
dividend among such persons, and that the amount
certified has been distributed in accordance with the
method so provided.

(c) Ownership of stock. For the purposes of this
section shares of stock of a corporation shall be con-
sidered to be owned by the person in whom the equit-
able right to the income from such shares is in good
faith vested.

(d) Definition of China. As used in this section
the term "China" shall have the same meaning as
when used in the China Trade Act, 1922. (53 Stat.
81, as amended June 29, 1939, 10 p. m. E.,S. T., c. 247,
Title II, § 210 (c), 53 Stat. 866.)

Subsec. (a) was amended by Act June 29, 1939, cited to
text by inclusion of taxes imposed by section 13, and
amendment made applicable only with respect to taxable
years beginning after December 31, 1939 by § 229 of said
act.

Derived from Act May 28, 1938 c. 289, § 262, 52 Stat. 533.
Similar provisions. Acts June 22, 1936, c. 690, § 262, 49

Stat. 1720; May 10 1934 c. 277, § 261, 48 Stat. 731); June
6, 1932, c. 209, § 261. 47 Stat. 232; May 29, 1928, c. 852,
§ 261, 45 Stat. 851; Feb. 26, 1926, c. 27, § 263, 44 Stat. 53;
June 2, 1024, c. 234, § 263 43 Stat. 295, as amended by Act
Feb. 26, 1925, c. 345, § H, 43 Stat. 996; Nov. 23, 1921, c.
136, § 264, as added by Act Sept. 19, 1922, c. 346, § 21, 42
Stat. 855.

§ 263. Credits against the tax. A corporation or-
ganized under the China Trade Act, 1922, shall not
be allowed the credits against the tax for taxes of
foreign countries and possessions of the United States
allowed by section 131. (53 Stat. 82.)

Derived from Act May 28, 1938, c. 289, § 263, 52 Stat.
534.

Similar provisions. Acts June 22, 1936, c. 690, § 263, 49
Stat. 1721; May 10, 1934, c. 277, § 262, 48 Stat. 740; June
6, 1932, c, 209, § 262, 47 Stat. 233; May 29, 1928, c. 852,
§ 262, 45 Stat. 852.

§ 264. Affiliation. A corporation organized under
the China Trade Act, 1922, shall not be deemed to be
affillated with any other corporation within the
meaning of section 141. (53 Stat. 82.)

Derived from Act May 28, 1938, c. 289, § 264, 52 Stat.
534.

Similar provisions. Acts June 22, 1936. c. 690, § 264, 49
Stat. 1721; May 10, 1934. c. 277, § 263, 48 Stat. 740;
June 6, 1932, c. 209, § 263, 47 Stat. 233; May 29. 1928,
c. 852, § 263, 45 Stat. 852; Feb. 26, 1926, c. 27, 240, 44
Stat. 46; June 2, 1924, c. 234, § 240, 43 Stat. 288.

§ 265. Income of shareholders.
For exclusion of dividends from gross income, see section

116.
(53 Stat. 82.)

Derived from Act May 28, 1938, c. 289, § 265, 52 Stat.
534.

Similar provisions. Acts June 22, 1936, c. 690, § 265. 49
Stat. 1721; May 10, 1934, c. 277, § 264, 48 Stat. 7,0.

SUPPLEMENT L.-AssEssMENT AND COIZOTON OF
DlcxoiENclEs

§ 271. Definition of deficiency. As used in this
chapter in respect of a tax imposed by this chapter
"deficiency" means-

(a) The amount by which the tax imposed by this
chapter exceeds the amount shown as the tax by
the taxpayer upon his return; but the amount so
shown on the return shall first be increased by the
amounts previously assessed (or collected without
assessment) as a deficiency, and decreased by the
amounts previously abatled, iredited, refunded, or
otherwise repaid in respect of such tax; or

(b) If no amount is shown as the tax by the tax-
payer upon his return, or if no return is made by
the taxpayer, then the amount by which the tax
exceeds the amounts previously assessed (or collected
without assessment) as a deficiency; but such
amounts previously assessed, or collected without
assessment, shall first be decreased by the amounts,
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previously abated, credited, refunded, or otherwise
repaid in respect of such tax. (53 Stat. 82.)

Derived from Act May 28, 1938, c. 289, § 271, 52 Stat.
534.

Similar provisions. Acts June 22, 1936, c. 690, § 271, 49
Stat. 1721; May 10, 1934, c. 277, § 271, 48 Stat. 740;
June 6, 1932, c. 209, § 271, 47 Stat. 233; May 29, 1928
c. 852 § 271, 45 Stat. 852; Feb. 26, 1926, c. 27, § 240, 4
Stat. 46; June 2, 1924, c. 234, § 240, 43 Stat. 288.

§ 272. Procedure in general-(a) (1) Petition to
Board of Tax Appeals. If in the case of any taxpayer,
the Commissioner determines that there is a deficiency
in respect of the tax imposed by this chapter, the Com-
missioner is authorized to send notice* of such de-
ficiency to the taxpayer by registered mail. Within
ninety days after such notice is mailed (not counting
Sunday or a legal holiday in the District of Columbia
as the ninetieth day) the taxpayer may file a petition
with the Board of Tax Appeals for a redetermination
of the deficiency. No assessment of a deficiency in
respect of the tax imposed by this chapter and no
distraint or proceeding in court for its collection shall
be made, begun, or prosecuted until such notice has
been mailed to the taxpayer, nor until the expiration
of such ninety-day period, nor, if a petition has been
filed with the Board, until the decision of the Board
has become final. Notwithstanding the provisions of
section 3653 (a) the making of such assessment or
the beginning of such proceeding or distraint during
the time such prohibition is in force may be enjoined
by a proceeding in the proper court. In the case of
a joint return filed by husband and wife such notice
of deficiency may be a single joint notice, except that
if the Commissioner has been notified by either spouse
that separate residences have been established, then,
in lieu of the single joint notice, duplicate originals of
the joint notice must be sent by registered mail to
each spouse at his last known address.

(2) Cross references
For exceptions to the restrictions imposed by this subsec-

tion, see-Subsection (d) of this section, relating to waivers
by the taxpayer;

Subsection (f) of this section, relating to notifications of
mathematical errors appearing upon the face of the return;

Section 273, relating to jeopardy assessments;
Section 274, relating to bankruptcy and receiverships; and
Section 1145, relating to assessment or collection of the

amount of the deficiency determined by the Board pending
court review.

(b) Collection of deficiency found by Board. If the
taxpayer files a petition with the Board, the entire
amount redetermined as the deficiency by the de-
cision of the Board which has become final shall be
assessed and shall be paid upon notice and demand
from the collector. No part of the amount determined
as a deficiency by the Commissioner but disallowed as
such by the decision of the Board which has become
final shall be assessed or be collected by distraint or
by proceeding in court with or without assessment.

(c) Failure to file petition. If the taxpayer does
not file a petition with the Board within the time
prescribed in subsection (a) of this section, the de-
ficiency, notice of which has been mailed to the tax-
payer, shall be assessed, and shall be paid upon notice
and demand from the collector.

(d) Waiver of restrictions. The taxpayer shall at
any time have the right, by a signed notice in writing
filed with the Commissioner, to waive the restrictions
provided in subsection (a) of this section on the
assessment and collection of the whole or any part of
the deficiency.

(e) Increase of deficiency after notice mailed. The
Board shall have jurisdiction to redetermine the cor-
rect amount of the deficiency even if the amount so
redetermined is greater than the amount of the defi-
ciency, notice of which has been mailed to the tax-
payer, and to determine whether any penalty, addi-
tional amount or addition to the tax should be
assessed-if claim therefor is asserted by the Com-
missioner at or before the hearing or a rehearing.

(f) Further deficiency letters restricted. If the
Commissioner has mailed to the taxpayer notice of a
deficiency as provided in subsection (a) of this section,
and the taxpayer files a petition with the Board within

the time prescribed in such subsection, the Commis-
sioner shall have no right to determine any additional
deficiency in respect of the same taxable year, except
in the case of fraud, and except as provided in subsec-
tion (e) of this section, relating to assertion of greater
deficiencies before the Board, or in section 273 (c),
relating to the making of jeopardy assessments. If the
taxpayer is notified that, on account of a mathematical
error appearing upon the face of the return, an amount
of tax in excess of that shown upon the return is due,
and that an assessment of the tax has been or will be
made on the basis of what Would have been the correct
amount of tax but for the mathematical error, such
notice shall not be considered (for the purposes of this
subsection, or of subsection (a) of this section, pro-
hibiting assessment and collection until notice of de-
ficiency has been mailed, or of section 322 (c), prohibit-
ing credits or refunds after petition to the Board of
Tax Appeals) as a notice of a deficiency, and the tax-
payer shall have no right to file a petition with the
Board based on such notice, nor shall such assessment
or collection be prohibited by the provisions of subsec-
tion (a) of this section.

(g) Jurisdiction over other taxable years. The
Board in redetermining a deficiency in respect of any
taxable year shall consider such facts with relation
to the taxes for other taxable years as may be neces-
sary correctly to redetermine the amount of such de-
ficiency, but in so doing shall have no Jurisdiction to
determine whether or not the tax for any other taxable
year has been overpaid or underpaid.

(h) Final decisions of Board. For the purposes of
this chapter the date on which a decision of the Board
becomes final shall be determined according to the
provisions of section 1140.

(i) Prorating of deficiency to installments. If the
taxpayer has elected to pay the tax in installments and
a deficiency has been assessed, the deficiency shall be
prorated to the four installments. Except as provided
in section 273 (relating to jeopardy assessments), that
part of the deficiency so prorated to any installment
the date for payment of which has not arrived, shall be
collected at the same time as and as part of such in-
stallment. That part of the deficiency so prorated to
any installment the date for payment of which has
arrived, shall be paid upon notice and demand from the
collector.

(j) Extension of time for payment of deficiencies.
Where it is shown to the satisfaction of the Commis-
sioner that the payment of a deficiency upon the date
prescribed for the payment thereof will result in un-
due hardship to the taxpayer the Commissioner, under
regulations prescribed by the Commissioner, with the
approval of the Secretary, may grant an extension for
the payment of such deficiency for a period not in
excess of eighteen months, and, in exceptional cases,
for a further period not in excess of twelve months.
If an extension is granted, the Commissioner may re-
quire the taxpayer to furnish a bond in such amount,
not exceeding double the amount of the deficiency, and
with such sureties, as the Commissioner deems neces-
sary, conditioned upon the payment of the deficiency in
accordance with the terms of the extension. No exten-
sion shall be granted if the deficiency is due to negli-
gence, to intentional disregard of rules and regulations,
or to fraud with intent to evade tax.

(k) Address for notice of deficiency. In the ab-
sence of notice to the Commissioner under section 312
(a) of the existence of a fiduciary relationship, no-
tice of a deficiency in respect of a tax imposed by
this chapter, if mailed to the taxpayer at his last
known address, shall be sufficient for the purposes of
this chapter even if such taxpayer is deceased, or
is under a legal disability, or, in the case of a cor-
poration, has terminated its existence. (53 Stat. 82.)

Derived from Act May 28, 1938, c. 289, § 272, 52 Stat.
535.

Similar provisions. Acts June 22, 1936, c. 690, § 272, 49
Stat. 1721; May 10, 1934, c. 277, §§ 272, 501, 48 Stat. 741,
755; June 6, 1932, c. 209, § 272, 47 Stat. 233; May 29,
1928, c. 852, § 272, 45 Stat. 852; Feb. 26, 1926, c. 27, § 274,
44 Stat. 55; June 2. 1924. c. 234, § 274, 43 Stat. 297; Nov.
23, 1921, c. 136, § 228, 42 Stat. 252; Feb. 24, 1919, c. 18,
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228, 40 Stat. 1075; Sept. 8, 1916, c. 463, § 19, 39 Stat.
76; Oct. 3, 1913, c. 16, II, D, 38 Stat. 168.

Act May 28, 1938, c. 289, § 816, 52 Stat. 578, provided
that 30 days after enactment of the 1938 Act the require-
ment of section 272 (J) of the 1936, 1934, 1932, and 1928
Acts, section 274 (k) of the 1926 Act, section 274 (g) of the
1924 Act, section 250 (f) of the 1921 Act, that the Secre-
tary approve an extension of time for payment of deficiency
in income, estate, or gift taxes should not a pply, but that
approval should be by the commissioner under regulations
prescribed by him with the approval of the Secretary.

§ 273. Jeopardy assessments-(a) Authority for
making. If the Commissioner believes that the assess-
ment or collection of a deficiency will be jeopardized
by delay, he shall immediately assess such deficiency
(together with all interest, additional amounts, or
additions to the tax provided for by law) and notice
and demand shall be made by the collector for the
payment thereof.

(b) Deficiency letters. If the jeopardy assessment
Is made before any notice in respect of the tax to
which the jeopardy assessment relates has been mailed
under section 272 (a), then the Commissioner shall
mail a notice under such subsection within sixty days
after the making of the assessment.

(c) Amount assessable before decision of Board.
The jeopardy assessment may be made in respect of
a deficiency greater or less than that notice of which
has been mailed to the taxpayer, despite the provisions
of section 272 (f) prohibiting the determination of
-additional deficiencies, and whether or not the tax-
payer has theretofore filed a petition with the Board
of Tax Appeals. The Commissioner may, at any time
before the decision of the Board is rendered, abate
,such assessment, or any unpaid portion thereof, to
the extent that he believes the assessment to be ex-
cessive in amount. The Commissioner shall notify
the Board of the amount of such assessment, or abate-
ment, if the petition is filed with the Board before
the making of the assessment or is subsequently filed,
and the Board shall have jurisdiction to redetermine
the entire amount of the deficiency and of all amounts
assessed at the same time in connection therewith.

(d) Amount assessable after decision of Board.
If the jeopardy assessment is made after the decision
-of the Board is rendered such assessment may be made
only in respect of the deficiency determined by the
Board in its decision.

(e) Expiration of right to assess. A jeopardy
assessment may not be made after the decision of the
Board has become final or after the taxpayer has filed
a petition for review of the decision of the Board.

(f) Bond to stay collection. When a jeopardy
assessment has been made the taxpayer, within 10
lays after notice and demand from the collector for
the payment of the amount of the assessment, may ob-
tain a stay of collection of the whole or any part of
the amount of the assessment by filing with the col-
lector a bond in such amount, not exceeding double
the amount as to which the stay is desired, and with
such sureties, as the collector deems necessary, condi-
tioned upon the payment of so much of the amount,
the collection of which is stayed by the bond, as is not
abated by a decision of the Board which .has become
final, together with interest thereon as provided in
section 297. If any portion of the jeopardy assess-
ment is abated by the Commissioner before the deci-
sion of the Board is rendered, the bond shall, at the
request of the taxpayer, be proportionately reduced.

(g) Same-Further conditions. If the bond is
given before the taxpayer has filed his petition with
the Board under section 272 (a), the bond shall con-
tain a further condition that if a petition Is not filed
within the period provided in such subsection, then
the amount the collection of which is stayed by the
bond will be paid on notice and demand at any time
after the expiration of such period, together with in-
terest thereon at the rate of 6 per centum per annum
from the date of the jeopardy notice and demand to
the date of notice and demand under this subsection.

(h) Waiver of stay. Upon the filing of the bond
the collection of so much of the amount assessed as is
covered by the bond shall be stayed. The taxpayer

shall have the right to waive such stay at any time in
respect of the whole or any part of the amount covered
by the bond, and if as a result of such waiver any part
of the amount covered by the bond is paid, then the
bond shall, at the request of the taxpayer, be propor-
tionately reduced. If the Board determines that the
amount assessed is greater than the amount which
should have been assessed, then when the decision
of the Board is rendered the bond shall, at the request
of the taxpayer, be proportionately reduced.

(i) Collection of unpaid amounts. When the peti-
tion has been filed with the Board and when the
amount which should have been assessed has been de-
termined by a decision of the Board which has be-
come final, then any unpaid portion, the collection of
which has been stayed by the bond, shall be collected
as part of the tax upon notice and demand from the
collector, and any remaining portion of the assessment
shall be abated. If the amount already collected ex-
ceeds the amount determined as the amount which
should have been assessed, such excess shall be cred-
ited or refunded to the taxpayer as provided in sec-
tion 322, without the filing of claim therefor. If the
amount determined as the amount which should have
been assessed is greater than the amount actually as-
sessed, then the difference shall be assessed and shall
be collected as part of the tax upon notice and demand
from the collector.

(j) Claims in abatement. No claim in abatement
shall be filed in respect of any assessment in respect
of any tax imposed by this chapter. (53 Stat. 84.)

Derived from Act May 28, 1938, c. 289, 1 273, 52 Stat. 537.
Similar provisions. Acts June 22, 1936, c. 690, § 273, 49

Stat. 1723 ; May 10, 1934, c. 277, § 273 48 Stat. 743; June 6,
1932, c. 209, § 273, 47 Stat. 235; May 29, 1928, c. 852, § 273,
45 Stat. 854; Feb. 26, 1926, c. 27, § 279, 44 Stat. 59; June 2,
1924, c. 234, §§ 274 (d), 279, 43 Stat. 297, 300.

§ 274. Bankruptcy and receiverships-(a) Imme-
diate assessment. Upon the adjudication of bank-
ruptcy of any taxpayer in any bankruptcy proceeding
or the appointment of a receiver for any taxpayer in
any receivership proceeding before any court of the
United States or of any State or Territory or of the
District of Columbia, any deficiency (together with all
interest, additional amounts, or additions to the tax
provided for by law) determined by the Commissioner
In respect of a tax imposed by this chapter upon such
taxpayer shall, despite the restrictions imposed by sec-
tion 272 (a) upon assessments be immediately assessed
if such deficiency has not theretofore been assessed in
accordance with law. In such cases the trustee in
bankruptcy or receiver shall give notice in writing to
the Commissioner of the adjudication of bankruptcy
or the appointment of the receiver, and the running of
the statute of limitations on the making of assessments
shall be suspended for the period from the date of ad-
judication in bankruptcy or the appointment of the
receiver to a date 30 days after the date upon which
the notice from the trustee or receiver is received by
the Commissioner; but the suspension under this sen-
tence shall in no case be for a period in excess of two
years. Claims for the deficiency and such interest, ad-
ditional amounts and additions to the tax may be pre-
sented, for adjudication in accordance with law, to
the court before which the bankruptcy or receivership
proceeding is pending, despite the pendency of pro-
ceedings for the redetermination of the deficiency in
pursuance of a petition to the Board; but no petition
for any such redetermination shall be filed with the
Board after the adjudication of bankruptcy or the
appointment of the receiver.

(b) Unpaid claims. Any portion of the claim al-
lowed in such bankruptcy or receivership proceeding
which is unpaid shall be paid by the taxpayer upon
notice and demand from the collector after the termi-
nation of such proceeding, and may be collected by
distraint or proceeding in court within 6 years after
termination of such proceeding. Extensions of time
for such payment may be had in the same manner and
subject to the same provisions and limitations as are
provided in section 272 (j) and section 296 in the case
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of a deficiency in a tax imposed by this chapter. (53
Stat. 86.)

Derived from Act May 28, 1938, c. 289, j 274, 52 Stat. 538.
Similar provisions. Acts June 22, 1936, c. 690, § 274, 49

Stat. 1725; May 10, 1934, c. 277, §§ 274, 505 (a), 48 Stat.
744 757; June 6, 1932, c. 209, § 274 47 Stat 237; May 29,
1928, c. A52, § 274, 45 Stat. 856; Feb. 26, 1926, c. 27, § 282,
44 Stat. 62.

§ 275. Period of limitation upon assessment and
collection. Except as provided in section 276---

(a) General rule. The amount of income taxes im-
posed by this chapter shall be assessed within three
years after the return was filed, and no proceeding
in court without assessment for the collection of such
taxes shall be begun after the expiration of such
period.

(b) Request for prompt assessment. In the case
of income received during the lifetime of a decedent,
or by his estate during the period of administration,
or by a corporation, the tax shall be assessed, and
any proceeding in court without assessment for the
collection of such tax shall be begun, within eighteen
months after written request therefor (filed after the
return is made) by the executor, administrator, or
other fiduciary representing the estate of such deced-
ent, or by the corporation, but not after the expira-
tion of three years after the return was filed. This
subsection shall not apply in the case of a corpora-
tion unless-

(1) Such written request notifies the Commissioner
that the corporation contemplates dissolution at or
before the expiration of such 18 months' period; and

(2) The dissolution is in good faith begun before
the expiration of such 18 months' period; and

(3) The dissolution is completed.
(c) Omission from gross income. If the taxpayer

omits from gross income an amount properly includ-
ible therein which is in excess of 25 per centum of
the amount of gross income stated in the return, the
tax may be assessed, or a proceeding in court for the
collection of such tax may be begun without assess-
ment, at any time within 5 years after the return
was filed.

(d) Shareholders of foreign personal holding com-
panies. If the taxpayer omits from gross income an
amount properly includible therein under section 337
(b) (relating to the inclusion in the gross income of
United States shareholders of their distributive shares
of the undistributed Supplement P net income of a
foreign personal holding company) the tax may be
assessed, or a proceeding in court for the collection
of such tax may be begun without assessment, at any
time within seven years after the return was filed.

(e) Distributions in liquidation to shareholders. If
the taxpayer omits from gross income an amount
properly includible therein under section 115 (c) as
an amount distributed in liquidation of a corpora-
tion, other than a foreign personal holding company,
the tax may be assessed, or a proceeding in court
for the collection of such tax may be begun without
assessment, at any time within four years after the
return was filed.

(f) For the purposes of subsections (a), (b), (c),
(d), and (e), a return filed before the last day pre-
scribed by law for the filing thereof shall be con-
sidered as filed on such last day.

(g) Corporation and shareholder. If a corporation
makes no return of the tax imposed by this chapter,
but each of the shareholders includes in his return
his distributive share of the net income of the cor-
poration, then the tax of the corporation shall be
assessed within four years after the last date on which
any such shareholder's return was filed. (53 Stat. 86.)

Derived from Act May 28, 1938, c. 289, § 275, 52 Stat.
539.

Similar provisions. Acts June 22, 1936, c' 690 § 275, 49
Stat. 1725, as amended by Act Aug. 26, 1937, c. 815, Title II,
§ 206, 50 Stat. 826; May 10, 1934, c. 277, § 275, 48 Stat.
745; June 6, 1932, c. 209, § 275, 47 Stat. 237; May 29,
1928, c. 852, § 275, 45 Stat. 856; Feb. 26, 1926, c, 27, § 277,
44 Stat. 58, as amended by Act May 29, 1928, c. 852, § 503,
504 (a). 45 Stat. 869, 870; June 2, 1924, c. 234, § 277, 43
Stat. 299.

§ 276. Same-Exceptions--(a) False return or no
return. In the case of a false or fraudulent return
with intent to evade tax or of a failure to file a re-
turn the tax may be assessed, or a proceeding in
court for the collection of such tax may be begun
without. assessment, at any time.

(b) Waiver. Where before the expiration of the
time prescribed in section 275 for the assessment of
the tax, both the Commissioner and the taxpayer have
consented in writing to its assessment after such
time, the tax may be assessed at any time prior to
the expiration of the period agreed upon. The period
so agreed upon may be extended by subsequent agree-
ments in writing made before the expiration of the
period previously agreed upon.

(c) Collection after assessment. Where the assess-
ment of any income tax imposed by this chapter has
been made within the period of limitation properly
applicable thereto, such tax may be collected by dis-
traint or by a proceeding in court, but only if begun
(1) within six years after the assessment of the tax,
or (2) prior to the expiration of any period for col-
lection agreed upon in writing by the Commissioner
and the taxpayer before the expiration of such six-
year period. The period so agreed upon may be ex-
tended by subsequent agreements in writing made
before the expiration of the period previously agreed
upon. (53 Stat. 87.)

Derived from Act May 28, 1938, c. 289, § 276, 52 Stat.
540.

Similar provisions. Acts June 22, 1936, c. 690, § 276, 49
Stat. 1726; May 10, 1934, c. 277, § 276, 48 Stat. 745; June
6, 1932, c. 209, § 276, 47 Stat. 238; May 29, 1928, c. 852,
§ 256, 45 Stat. 857; Feb. 26, 1926, c. 27, § 278, 44 Stat.
59, as amended by Act May 29 1928, c. 852 § 506 (a), 45
Stat. 870; June 2, 1924, C. 234, § 278, 43' Stat. 299.

§ 277. Suspension of running of statute. The run-
ning of the statute of limitations provided in section
275 or 276 on the making of assessments and the be-
ginning of distraint or a proceeding in court for collec-
tion, in respect of any deficiency, shall (after the mail-
ing of a notice under section 272 (a)) be suspended for
the period during which the Commissioner is pro-
hibited from making the assessment or beginning dis-
traint or a proceeding in court (and in any event, if
a proceeding in respect of the deficiency is placed on
the docket of the Board, until the decision of the
Board becomes final), and for sixty days thereafter.
(53 Stat. 87.)

Derived from Act May 28, 1938, c. 289, § 277, 52 Stat. 540.
Similar provisions. Acts June 22 1936 c 690, § 277, 49

Stat. 1726; May 10, 1934, c. 277, 4 277, 48 Stat. 746; June
6, 1932, c. 209, § 277, 47 Stat. 238; May 29, 1928 c 852
§ 277 45 Stat. 857; Feb. 26, 1926, c. 27, 9 277, 44 tat. 58',
as amended by Act May 29, 1928, c. 852, 503, 504 (a), 45
Stat. 869, 870; June 2, 1924, c. 234, § 277, 43 Stat. 299.

SUPPLEMENT M.-INTEicT AND ADDuIOSTo THE TAX

§ 291. Failure to file return. In case of any failure
to make and file return required by this chapter,
within the time prescribed by law or prescribed by
the Commissioner in pursuance of law, unless it is
shown that such failure is due to reasonable cause and
not due to willful neglect, there shall be added to the
tax: 5 per centum if the.failure is for not more than
thirty days with an additional 5 per centum for each
additional thirty days or fraction thereof during which
such failure continues, not exceeding 25 per centum in
the aggregate. The amount so added to any tax shall
be collected at the same time and in the same manner
and as a part of the tax unless the tax has been paid
before the discovery of the neglect, in which case
the amount so added shall be collected in the same
manner as the tax. The amount added to the tax
under this section shall be in lieu of the 25 per centum
addition to the tax provided in section 3612 (d) (1).
(53 Stat. 88.)

Derived from Act May 28, 1938, c. 289, § 291, 52 Stat.
540.

Similar provisions. Acts June 22, 1936, c. 690, 1 291, 49
Stat. 1727; May 10, 1934, c. 277, 291 48 Stat. 746; June
6, 1932, c. 209, § 291, 47 Stat. 238; ifay 29, 1928, c. 852,
§ 291, 45 Stat. 857.
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§ 292. Interest on deficiencies. Interest upon the
amount determined as a deficiency shall be assessed at
the same time as the deficiency, shall be paid upon
notice and demand from the collector, and shall be
collected as a part of the tax, at the rate of 6 per
centum per annum from the date prescribed for the
payment of the tax (or, if the tax is paid in install-
ments, from the date prescribed for the payment of the
first installment) to the date the deficiency is assessed,
or, in the case of a waiver under section 272 (d), to
the thirtieth day after the filing of such waiver or to
the date the deficiency is assessed whichever is the
earlier. (53 Stat. 88.)

Derived from Act May 28, 1938, c. 289, § 292, 52 Stat.
541.

Similar provisions. Acts June 22, 1936, c. 690, 292 49
Stat. 1727; May 10, 1934, c. 277, § 292, 48 Stat. 746; June
6 1932, c. 209, § 292, 47 Stat. 238; May 29, 1928, c. 852,
, 292, 45 Stat. 858; Feb. 26, 1926, c. 27, § 274 (j), 44 Stat.
5; June 2, 1924, c. 234, § 274 (f), 43 Stat. 297.

§ 293. Additions to the tax in case of deficiency-
(a) Negligence. If any part of any deficiency is due
to negligence, or intentional disregard of rules and
regulations but without intent to defraud, 5 per cen-
tum of the total amount of the deficiency (in addi-
tion to such deficiency) shall be assessed, collected,
and paid in the same manner as if it were a defi-
ciency, except that the provisions of section 272 (i),
relating to the prorating of a deficiency, and of section
292, relating to interest on deficiencies, shall not be
applicable.

(b) Fraud. If any part of any deficiency is due to
fraud with intent to evade tax, then 50 per centum
of the total amount of the deficiency (in addition to
such deficiency) shall be so assessed, collected, and
paid, in lieu of the 50 per centum addition to the tax
provided in section 3612 (d) (2). (53 Stat. 88.)

Derived from Act May 28, 1938, c. 289 § 293, 52 Stat. 541.
Similar provisions. Acts June 22, 1946, C. 690, § 293 49

Stat. 1727; May 10, 1934, c. 277, § 293, 48 Stat. 746; dune
6, 1932, e. 209, § 293, 47 Stat. 239; May 29, 1928, c. 852,
§ 293, 45 Stat. 858; Feb. 26, 1926, c. 27, § 275, 44 Stat. 57;
June 2, 1924, c. 234, § 275, 43 Stat. 298.

§ 294. Additions to the tax in case of nonpayment-
(a) Tax shown on return-(1) General rule. Where
the amount determined by the taxpayer as the tax
imposed by this chapter, or any installment thereof,
or any part of such amount or installment, is not paid
on or before the date prescribed for its payment, there
shall be collected as a part of the tax, interest upon
such unpaid amount at the rate of 6 per centum per
annum from the date prescribed for its payment until
it is paid.

(2) If extension granted. Where an extension of
time for payment of the amount so determined as the
tax by the taxpayer, or any installment thereof, has
been granted, and the amount the time for payment
of which has been extended, and the interest thereon
determined under section 295, is not paid in full prior
to the expiration of the period of the extension, then,
In lieu of the interest provided for In paragraph (1)
of this subsection, interest at the rate of 6 per cen-
tum per annum shall be collected on such unpaid
amount from the date of the expiration of the period
of the extension until it is paid.

(b) Deficiency. Where a deficiency, or any interest
or additional amounts assessed in connection there-
with under section 292, or under section 293, or any
addition to the tax in case of delinquency provided
for in section 291, is not paid in full within ten days
from the date of notice and demand from the col-
lector, there shall be collected as part of the tax,
Interest upon the unpaid amount at the rate of 6 per
centum per annum from the date of such notice and
demand until it is paid. If any part of a deficiency
prorated to any unpaid installment under section
272 (i) is not paid in full on or before the date pre-
scribed for the payment of such installment, there
shall be collected as part of the tax interest upon the
unpaid amount at the rate of 6 per centum per an-
num from such date until it is paid.

(c) Filing of jeopardy bond. If a bond is filed, as
provided in section 273, the provisions of subsection

(b) of this section shall not apply to the amount cov-
ered by the bond. (53 Stat. 88.)

Derived from Act May 28, 1938, c. 289, § 294, 52 Stat. 541.
Similar provisions. 'Acts June 22, 1936, c. 690, § 294, 49

Stat. 1727; May 10, 1934, c. 277, § 294, 48 Stat. 747; June
6, 1932, c. 209, § 294, 47 Stat. 239; May 2"9, 1928, c. 852,
§ 294, 45 Stat. 858; Feb. 26, 1926, c. 27, § 276, 44 Stat.
57; June 2, 1924, c. 234, § 276, 43 Stat. 298.

§ 295. Time extended for payment of tax shown on
return. If the time for payment of the amount deter-
mined as the tax by the taxpayer, or any installment
thereof, is extended under the authority of section
56 (c), there shall be collected as a part of such
amount, interest thereon at the rate of 6 per centum
per annum from the date when such payment should
have been made if no extension had been granted, until
the expiration of the period of the extension. (53
Stat. 89.)

Derived from Act May 28, 1938, c. 289, § 295, 52 Stat. 542.
Similar provisions. Acts June 22 1936, c. 690, § 295. 49

Stat. 1728; May 10, 1934, c. 277, § 295, 48 Stat. 747; June 6,
1932, c. 209, § 295, 47 Stat. 240; May 29, 1928, c. 852. § 295,
45 Stat. 859; Feb. 26. 1926, c. 27, § 270 (c), 44 Stat. 54;
June 2, 1924, c. 234, § 270 (c), 43 Stat. 295.

§ 296. Time extended for payment of deficiency.
If the time for the payment of any part of a defi-
ciency is extended, there shall be collected, as a part
of the tax, interest on the part of the deficiency the
time for payment of which is so extended, at the rate
of 6 per centum per annum for the period of the exten-
sion, and no other interest shall be collected on such
part of the deficiency for such period. If the part of
the deficiency the time for payment of which is so
extended is not paid in accordance with the terms of
the extension, there shall be collected, as a part of
the tax, interest on such unpaid amount at the rate
of 6 per centum per annum for the period from the
time fixed by the terms of the extension for its pay-
ment until it is paid, and no other interest shall be
collected on such unpaid amount for such period.
(53 Stat. 89.)

Derived from Act May 28, 1938, c. 289. § 296, 52 Stat. 542.
Similar provisions. Acts June 22, 1936, c. 690, § 296. 49

Stat. 1728; May 10, 1934, c. 277, § 296, 48 Stat. 748; June 6,
1932, c. 209. 296, 47 Stat. 240; May 29, 1928, c. 852, § 296,
45 Stat. 859; Feb. 26, 1926, c. 27, § 274 (k), 44 Stat. 55, as
amended by Act May 29, 1928, c. 852. § 502, 45 Stat. 869;
June 2, 1924, c. 234, § 274 (g), 43 Stat. 297.

§ 297. Interest in case of jeopardy assessments.
In the case of the amount collected under section
273 (i) there shall be collected at the same time as
such amount, and as a part of the tax, interest at
the rate of 6 per centum per annum upon such amount
from the date of the jeopardy notice and demand to
the date of notice and demand under section 273 (i),
or, in the case of the amount collected in excess of
the amount of the jeopardy assessment, interest as
provided in section 292. If the amount included In
the notice and demand from the collector under sec-
tion 273 (i) is not paid in full within ten days after
such notice and demand, then there shall be col-
lected, as part of the tax, interest upon the unpaid
amount at the rate of 6 per centum per annum from
the date of such notice and demand until it is paid.
(53 Stat. 89.)

Derived from Act May 28, 1938, c. 289. § 297. 52 Stat. 542.
Similar provisions. Acts June 22, 1936, c. 690, § 297, 49

Stat. 1728; May 10, 1934, c. 277. § 297, 48 Stat. 748 ; June 6.
1932. c. 209. § 297, 47 Stat. 240; May 29, 1928, c. 852, § 297.
45 Stat. 859.

§ 298. Bankruptcy and receiverships. If the un-
paid portion of the claim allowed in a bankruptcy or
receivership proceeding, as provided in section 274, is
not paid in full within ten days from the date of
notice and demand from the collector, then there shall
be collected as a part of such amount interest upon
the unpaid portion thereof at the rate of 6 per eentum
per annum from the date of such notice and demand
until payment. (53 Stat. 89.)

Derived from Act May 28, 1938, c. 289, § 298, 52 Stat.
542.

Similar provisions. Acts June 22, 1936, c. 690, ] 298, 49
Stat. 1729; May 10, 1934, c. 277, § 298, 48 Stat. 748; June
6, 1932, c. 209, § 298, 47 Stat. 240; May 29, 1928, c. 852,
§ 298, 45 Stat. 859; Feb. 26, 1926, c. 27, § 282, 44 Stat. 62.
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§ 299. Removal of property or departure from
United States.

For additions to tax In case of leaving the United States
or concealing property in such manner as to hinder collec-
tion of the tax, see section 146.
(53 Stat. 89.)

Derived from Act May 28, 1938, c. 289, § 299, 52 Stat. 543.
Similar provisions. Acts June 22, 1936, c. 690, § 299, 49

Stat. 1729; May 10, 1934, c. 277, § 299, 48 Stat. 748.

SUPPLEMENT N.-CLAIMS AGAINST TRANSFEREES AND

FIDUCIARIFSt

§ 311. Transferred assets--(a) Method of collec-
tion. The amounts of the following liabilities shall,
except as hereinafter in this section provided, be
assessed, collected, and paid in the same manner and
subject to the same provisions and limitations as in
the case of a deficiency in a tax imposed by this
chapter (including the provisions in case of delin-
quency in payment after notice and demand, the pro-
visions authorizing distraint and proceedings in court
for collection, and the provisions prohibiting claims
and suits for refunds) :

(1) Transferees. The liability, at law or in equity,
of a transferee of property of a taxpayer, in respect
of the tax (including interest, additional amounts,
and additions to the tax provided by law) imposed
upon the taxpayer by this chapter.

(2) Fiduciaries. The liability of a fiduciary under
section 3467 of the Revised Statutes, as amended,
(U. S. C., Title 31, § 192) in respect of the payment
of any such tax from the estate of the taxpayer.

Any such liability may be either as to the amount of
tax shown on the return or as to any deficiency in tax.

(b) Period of limitation. The period of limitation
for assessment of any such liability of a transferee or
fiduciary shall be as follows:

(1) In the case of the liability of an initial transferee
of the property of the taxpayer,-within one year after
the expiration of the period of limitation for assessment
against the taxpayer;

(2) In the case of the liability of a transferee of a
transferee of the property of the taxpayer,-within one
year after the expiration of the period of limitation for
assessment against the preceding transferee, but only if
within three years after the expiration of the period
of limitation for assessment against the taxpayer ;-

except that if before the expiration of the period of
limitation for the assessment of the liability of the
transferee, a court proceeding for the collection of the
tax or liability in respect thereof has been begun
against the taxpayer or last preceding transferee, re-
spectively,-then the period of limitation for assess-
ment of the liability of the transferee shall expire one
year after the return of execution in the court pro-
ceeding.

(3) In the case of the liability of a fiduciary,-not
later than one year after the liability arises or not
later than the expiration of the period for collection of
the tax in respect of which such liability arises, which-
ever is the later;

(4) Where before the expiration of the time pre-
scribed in paragraph (1), (2), or (3) for the assess-
ment of the liability, both the Commissioner and the
transferee or fiduciary have consented in writing to its
assessment after such time, the liability may be as-
sessed at any time prior to the expiration of the period
agreed upon. The period so agreed upon may be ex-
tended by subsequent agreements in writing made be-
fore the expiration of the period previously agreed
upon.

(c) Period for assessment against taxpayer. For
the purposes of this section, if the taxpayer is deceased,
or in the case of a corporation, has terminated its ex-
istence, the period of limitation for assessment against
the taxpayer shall be the period that would be in effect
had death or termination of existence not occurred.

(d) Suspension of running of statute of limitations.
The running of the statute of limitations upon the
assessment of the liability of a transferee or fiduciary

shall, after the mailing to the transferee or fiduciary
of the notice provided for in section 272 (a), be sus-
pended for the period during which the Commissioner
is prohibited from making the assessment in respect
of the liability of the transferee or fiduciary (and in
any event, if a proceeding in respect of the liability is
placed on the docket of the Board, until the decision of
the Board becomes final), and for sixty days thereafter.

(e) Address for notice of liability. In the absence
of notice to the Commissioner under section 312 (b) of
the existence of a fiduciary relationship, notice of lia-
bility enforceable under this section in respect of a tax
imposed by this chapter, if mailed to the person sub-
ject to the liability at his last known address, shall be
sufficient for the purposes of this chapter even if such
person is deceased, or is under a legal disability, or,
in the case of a corporation, has terminated its ex-
istence.

(f) Definition of "transferee ". As used in this
section, the term "transferee" includes heir, legatee,
devisee, and distributee. (53 Stat. 90.)

Derived from Act May 28, 1938, c. 289. § 311. 52 Stat. 543.
Similar provisions. Acts June 22, 1936, c. 690, § 311, 49

Stat. 1729; May 10, 1934, c. 277, § 311, 48 Stat. 748, aS
amended by Act May 28, 1938, c. 289, § 814 (b), 52 Stat. 578;
June 6, 1932,c. 209, § 311, 47 Stat. 240, as amended by Act
May 28, 1938, e. 289, § 814 (b), 52 Stat. 578; May 29, 1928,
c. 852, 311, 45 Stat. 860, as amended by Act May 28, 1938,
c. 289, 814 (b), 52 Stat. 578; Feb. 26. 1926, c. 27, § 280, 44
Stat. 61, as amended by Act May 28, 1938, c. 289, § 814 (a),
52 Stat. 578, and Act May 29, 1928, c. 852, § 505 (a), 45
Stat. 870.

§ 312. Notice of fiduciary relationship-(a) Fidu-
ciary of taxpayer. Upon notice to the Commissioner
that any person is acting in a fiduciary capacity such
fiduciary shall assume the powers, rights, duties, and
privileges of the taxpayer in respect of a tax imposed
by this chapter (except as otherwise specifically pro-
vided and except that the tax shall be collected from
the estate of the taxpayer), until notice is given
that the fiduciary capacity has terminated.

(b) Fiduciary of transferee. Upon notice to the
Commissioner that any person is acting in a fiduciary
capacity for a person subject to the liability specified
in section 311, the fiduciary shall assume, on behalf
of such person, the powers, rights, duties, and privi-
leges of such person under such section (except that
the liability shall be collected from the estate of such
person) until notice is given that the fiduciary ca-
pacity has terminated.

(c) Manner of notice. Notice under subsection (a)
or (b) shall be given in accordance with regulations
prescribed by the Commissioner with the approval of
the Secretary. (53 Stat. 91.)

Derived from Act May 28, 1938, c. 289, § 312. 52 Stat. 544.
Similar provisions. Acts June 22, 1936, c. 690, § 312, 49

Stat. 1730; May 10, 1934, c. 277. § 312 48 Stat. 750; June
6, 1932, c. 209, § 312, 47 Stat. 242 May 29, 1928, c. 852,
§ 312, 45 Stat. 861 ; Feb. 26, 1926, c. 27, § 281, 44 Stat. 62.

§ 313. Cross reference.
For prohibition of suits to restrain enforcement of liability

of transferee or fiduciary, see section 3653 (b).
(53 Stat. 91.)

Derived from Act May 28, 1938, c. 289, § 321, 52 Stat.
544.

Similar provisions. Act May 29, 1928, c. 852, § 604, 45
Stat. 873.

SUPPLEMENT O.-OvERPAYMENTS

§ 321. Overpayment of installment. If the tax-
payer has paid as an installment of the tax more than
the amount determined to be the correct amount of
such installment, the overpayment shall be credited
against the unpaid installments, if any. If the amount
already paid, whether or not on the basis of install-
ments, exceeds the amount determined to be the
correct amount of the tax, the overpayment shall be
credited or-refunded as provided in section 322. (53
Stat. 91.)

Similar provisions. Acts June 22. 1936, C. 690, § 321. 49
Stat. 1730; May 10, 1934. c. 277, § 321, 48 Stat. 750;
June 6, 1932, c. 209, § 321, 47 Stat. 242; May 29. 1928,
c. 852, § 321, 45 Stat. 861: 'Feb. 26. 1926, c. 27. § 272, 44
Stat. 55; June 2, 1924, c. 234, § 272, 43 Stat. 296.
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§ 322. Refunds and credits-(a) Authorization.
Where there has been an overpayment of any tax
imposed by this chapter, the amount of such over-
payment shall be credited against any income, war-
profits, or excess-profits tax or installment thereof
then due from the taxpayer, and any balance shall be
refunded immediately to the taxpayer.

(b) Limitation on allowance-(1) Period of limita-
tion. Unless a claim for credit or refund is filed by
the taxpayer within three years from the time the
return was filed by the taxpayer or within two years
from the time the tax was paid, no credit or refund
shall be allowed or made after the expiration of
whichever of such periods expires the later. If no
return is filed by the taxpayer, then no credit or re-
fund shall be allowed or made after two years from
the time the tax was paid, unless before the expira-
tion of such period a claim therefor is filed by the
taxpayer.

(2) Limit on amount of credit or refund. The
amount of the credit or refund shall not exceed the
portion of the tax paid during the three years im-
mediately preceding the filing of the claim, or, if
no claim was filed, then during the three years im-
mediately preceding the allowance of the credit or re-
fund.

(c) Effect of petition to Board. If the Commis-
sioner has mailed to the taxpayer a notice of deficien-
cy under section 272 (a) and if the taxpayer files a
petition with the Board of Tax Appeals within the
time prescribed in such subsection, no credit or re-
fund in respect of the tax for the taxable year in
respect of which the Commissioner has determined
the deficiency shall be allowed or made and no suit
by the taxpayer for the recovery of any part. of such
tax shall be instituted in any court except-

(1) As to overpayments determined by a decision
of the Board which has become final; and

(2) As to any amount collected in excess of an
amount computed in accordance with the decision of
the Board which has become final; and

(3) As to any amount collected after the period of
limitation upon the beginning of distraint or a pro-
ceeding in court for collection has expired; but in
any such claim for credit or refund or in any such
suit for refund the decision of the Board which has
become final, as to whether such period has expired
before the notice of deficiency was mailed, shall be
conclusive.

(d) Overpayment found by Board. If the Board
finds that there is no deficiency and further finds
that the taxpayer has made an overpayment of tax
in respect of the taxable year in respect of which the
Commissioner determined the deficiency, the Board
shall have jurisdiction to determine the amount of
such overpayment, and such amount shall, when the
decision of the Board has become final, be credited
or refunded to the taxpayer. No such credit or re-
fund shall be made of any portion of the tax unless
the Board determines as part of its decision that such
portion was paid (1) within three years before the
filing of the claim or the filing of the petition, which-
ever is earlier, or (2) after the mailing of the notice
of deficiency.

(e) Tax withheld at source.
For refund or credit in case of excessive withholding at

the source, see section 143 (f).
(53 Stat. 91.)

Derived from Act May 28, 1938, c. 289, § 322, 52 Stat. 544.
Similar provisions. Acts June 22, 1936, c. 690, § 322, 49

Stat. 1731, as amended by Act May 28, 1938, c. 289, § 809 (a),
52 Stat. 575; May 10, 1934, c. 277, § 322, 48 Stat. 750 as
amended by Act May 28, 1938, c. 289, § 809 (a), 52 Stat.
575; June 6, 1932, c. 209, § 322, 47 Stat. 242, as amended
by Acts May 28, 1938, c. 289, § 809 (c). 52 Stat. 576, and
May 10, 1934, c. 277, § 504 (a) (e), 48 Stat. 756; May 29,
1928, e. 852, § 322, 45 Stat. 861, as amended by Acts May
28 1938 c. 289, § 809 (c), 52 Stat. 576, and May 10, 1934,
c. 277, I 504 (a) (e), 48 Stat. 756; Feb. 26, 1926, c. 27, § 284,
44 Stat. 66, as amended by Acts May 28, 1938, c. 289,
§ 809 (d), 52 Stat. 576 May 10, 1934, c. 277, § 504 (c). 48

tat. 756; May 29, 1928, c. 852, § 507, 45 Stat. 871; June
2, 1924, c. 234, § 281, 43 Stat. 301, as amended by Act
Mar. 3, 1925, c. 435, 43 Stat. 1115; Nov. 23, 1921, c. 136,
§ 252, 42 Stat. 268, as amended by Acts Mar. 4, 1923,
c. 276, 42 Stat. 1504; and Mar. 13, 1924, c. 55, 43 Stat. 22;
Feb. 24, 1919, c. 18, § 252, 40 Stat. 1085.

SUPPIZMENT P.-FOREIGN PERSONAL HOLDING

COMPANIES

§ 331. Definition of foreign personal holding com-
pany-(a) General rule. For the purposes of this
chapter the term "foreign personal holding company"
means any foreign corporation if-

(l) Gross income requirement. At least 60 per
centum of Its gross income (as defined in section
334 (a)) for the taxable year is foreign personal
holding company income as defined in section 332; but
if the corporation is a foreign personal holding com-
pany with respect to any taxable year ending after
August 26, 1937, then, for each subsequent taxable
year, the minimum percentage shall be 50 per centum
in lieu of 60 per centum, until a taxable year during
the whole of which the stock ownership required by
paragraph (2) does not exist, or until the expiration
of three consecutive taxable years in each of which
less than 50 per centum of the gross income is foreign
personal holding company income. For the purposes
of this paragraph there shall be included in the gross
income the amount includible therein as a dividend
by reason of the application of section 334 (c) (2)
and

(2) Stock ownership requirement. At any time
during the taxable year more than 50 per centum in
value of Its outstanding stock is owned, directly or
indirectly, by or for not more than five individuals
who are citizens or residents of the United States,
hereinafter called " United States group ".

(b) Exceptions. The term "foreign personal hold-
ing company" does not include a corporation exempt
from taxation under section 101. (53 Stat. 92.)

Derived from Act May 28, 1938, c. 289, § 331, 52 Stat.
545.

Similar provisions. Acts June 22, 1936, c. 690 § 331 as
added by Act Aug. 26, 1937, c. 815, Title II, § 261, 50 Stat.
818.

§ 332. Foreign personal holding company income.
For the purposes of this chapter the term "foreign
personal holding company income" means the por-
tion, of the gross income determined for the purposes
of section 331 (a) (1), which consists of:

(a) Dividends, interest, royalties, annuities.
(b) Stock and securities transactions. Except in

the case of regular dealers in stock or securities, gains
from the sale or exchange of stock or securities.

(c) Commodities transactions. Gains from futures
transactions in any commodity on or subject to the
rules of a board of trade or commodity exchange.
This subsection shall not apply to gains by a pro-
ducer, processor, merchant, or handler of the com-
modity which arise out of bona fide hedging transac-
tions reasonably necessary to the conduct of its busi-
ness in the manner in which such business is custom-
arily and usually conducted by others.

(d) Estates and trusts. Amounts includible in com-
puting the net income of the corporation under Sup-
plement E; and gains from the sale or other disposi-
tion of any interest in an estate or trust.

(e) Personal service contracts. (1) Amounts re-
ceived under a contract under which the corporation
is to furnish personal services; if some person other
than the corporation has the right to designate (by
name or by description) the individual who is to
perform the services, or if the Individual who is to
perform the services is designated (by name or by
description) in the contract; and (2) amounts re-
ceived from the sale or other disposition of such a
contract. This subsection shall apply with respect
to amounts received for services under a particular
contract only if at some time during the taxable year
25 per centum or more in value of the outstanding
stock of the corporation is owned, directly or indi-
rectly, by or for the individual who has performed,
is to perform, or may be designated (by name or by
description) as the one to perform, such services.

(f) Use of corporation property by shareholder.
Amounts received as compensation (however desig-
nated and from whomsoever received) for the use of,
or right to use, property of the corporation in any
case where, at any time during the taxable year, 25
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per centum or more in value of the outstanding stock
of the corporation is owned, directly or indirectly, by
or for an individual entitled to the use of the prop-
erty; whether such right is obtained directly from
the corporation or by means of a sublease or other
arrangement.

(g) Rents. Rents, unless constituting 50 per centum
or more of the gross income. For the purposes of this
subsection the term "rents" means compensation,
however designated, for the use of, or right to use,
property; but does not include amounts constituting
foreign personal holding company Income under sub-
section (f). (53 Stat. 93.)

Derived from Act May 28, 1938, c, 289, § 332, 52 Stat.
546.

Similar provisions. Acts June 22, 1936, c. 690, § 334, as
added by Act Aug. 26, 1937, c. 815, Title 2, § 201, 50 Stat.
R20.

§ 333. Stock ownership-(a) Constructive owner-
ship. For the purpose of determining whether a for-
eign corporation is a foreign personal holding com-
pany, insofar as such determination is based on stock
ownership under section 331 (a) (2), section 332 (e),
or section 332 (f)-

(1) Stock not owned by individual. Stock owned,
directly or indirectly, by or for a corporation, partner-
ship, estate, or trust shall be considered as being
owned proportionately by its shareholders, partners,
or beneficiaries.

(2) Family and partnership ownership. An indi-
vidual shall be considered as owning the stock owned,
directly or indirectly, by or for his family or by or for
his partner. For the purposes of this paragraph the
family of an individual includes only his brothers and
sisters (whether by the whole or half blood), spouse,
ancestors, and lineal descendants.

(3) Options. If any person has an option to acquire
stock such stock shall be considered as owned by such
person. For the purposes of this paragraph an option
to acquire such an option, and each one of a series of
such options, shall be considered as an option to ac-
quire such stock.

(4) Application of family-partnership and option
rules. Paragraphs (2) and (3) shall be applied-

(A) For the purposes of the stock ownership re-
quirement provided in section 331 (a) (2), if, but
only if, the effect is to make the corporation a foreign
personal holding company;

(B) For the purposes of section 332 (e) (relating
to personal service contracts), or of section 332 (f)
(relating to the use of property by shareholders), if,
but only if, the effect is to make the amounts therein
referred to includible under such subsection as foreign
personal holding company income.

(5) Constructive ownership as actual ownership.
Stock constructively owned by a person by reason of
the application of paragraph (1) or (3) shall, for the
purpose of applying paragraph (1) or (2), be treated
as actually owned by such person: but stock construc-
tively owned by an individual by reason of the appli-
cation of paragraph (2) shall not be treated as owned
by him for the purpose of again applying such para-
graph in order to make another the constructive
owner of such stock.

(6) Option rule in lieu of family and partnership
rule. If stock may be considered as owned by an
individual under either paragraph (2) or (3) it shall
be considered as owned by him under paragraph (3).

(b) Convertible securities. Outstanding securities
convertible into stock (whether or not convertible dur-
ing the taxable year) shall be considered as outstand-
ing stock-

(1) For the purpose of the stock ownership require-
ment provided in section 331 (a) (2), but only if the
effect of the inclusion of all such securities is to make
the corporation a foreign personal holding company;

(2) For the purpose of section 332 (e) (relating to
personal service contracts), but only if the effect of
the inclusion of all such securities is to make the
amounts therein referred to includible under such sub-
section as foreign personal holding company income:
and

(3) For the purpose of section 332 (f) (relating to
the use of property by shareholders), but only if the
effect of the inclusion of all such securities is to make
the amounts therein referred to includible under
such subsection as foreign personal holding company
income.
The requirement in paragraphs (1), (2), and (3)
that all convertible securities must be included if any
are to be included shall be subject to the exception
that, where some of the outstanding securities are
convertible only after a later date than in the case of
others, the class having the earlier conversion date
may be included although the others are not included,
but no convertible securities shall be included unless
all outstanding securities having a prior conversion
date are also included. (53 Stat. 93.)

Derived from Act May 28, 1938, c. 289, § 333, 52 Stat. 547.
Similar provisions. Acts June 22, 1936, c. 690, § 333, as

added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat
819.

§ 334. Gross income of foreign personal holding
companies-(a) General rule. As used in this Sup-
plement with respect to a foreign corporation the
term "gross income " means gross income computed
(without regard to the provisions of Supplement I)
as if the foreign corporation were a domestic cor-
poration.

(b) Additions to gross income. In the case of a
foreign personal holding company (whether or not a
United States group, as defined in section 331 (a) (2),
existed with respect to such company on the last
day of its taxable year) which was a shareholder in
another foreign personal holding company on the day
in the taxable year (whether beginning before, on,
or after January 1, 1939) of the second company which
was the last day on which a United States group ex-
isted with respect to the second company, there shall
be Included, as a dividend, in the gross income of the
first company, for the taxable year in which or with
which the taxable year of the second company ends,
the amount the first company would have received as
a dividend if on such last day there had been dis-
tributed by the second company, and received by the
shareholders, an amount which bears the same ratio
to the undistributed Supplement P net income of the
second company for its taxable year as the portion of
such taxable year up to and including such last day
bears to the entire taxable year.

(c) Application of subsection (b). The rule pro-
vided in subsection (b)-

(1) shall be applied in the case of a foreign personal
holding company for the purpose of determining its
undistributed Supplement P net income which, or a
part of which, is to be included in the gross income
of its shareholders, *whether United States share-
holders or other foreign personal holding companies;

(2) shall be applied in the case of every foreign
corporation with respect to which a United States
group exists on some day of its taxable year, for the
purpose of determining whether such corporation
meets the gross income requirements of section 331
(a) (1). (53 Stat. 94.)

Derived from Act May 28, 1938, c. 289. § 334. 52 Stat. 548.
Similar provisions. Acts June 22, 1936, c. 690, § 334, as

added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat.
820.

§ 335. Undistributed Supplement P net income.
For the purposes of this chapter the term " undistrib-
uted Supplement P net income " means the Supplement
P net income (as defined in section 336) minus the
amount of the basic surtax credit provided in sec-
tion 27 (b) (computed without its reduction, under
section 27 (b) (1), by the amount of the credit pro-
vided in section 26 (a), relating to interest on certain
obligations of the United States and Government cor-
porations). (53 Stat. 95.)

Derived from Act May 28, 1938, c. 289. § 335, 52 Stat. 548.
Similar provisions. Acts June 22, 1936, c. 690 § 335 as

added by Act Aug. 26, 1937, c. 815, Title II, § 261, 50 9tat.
821.

§ 336. Supplement P net income. For the purposes
of this chapter the term " Supplement P net income "
means the net income with the following adjustments:
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(a)- Additional deductions. There shall be allowed
as deductions-

(1) Federal income, war-profits, and excess-profits
taxes paid or accrued during the taxable year to the
extent not allowed as a deduction under section 23;
but not including the tax imposed by section 102,
section 500, or a section of a prior income-tax law
corresponding to either of such sections.

(2) In lieu of the deduction allowed by section 23
(q), contributions or gifts payment of which is made
within the taxable year to or for the use of donees
described in section 23 (q) for the purposes therein
specified, to an amount which does not exceed 15
per centum of the company's net income, computed
without the benefit of this paragraph and section 23
(q), and without the deduction of the amount dis-
allowed under subsection (b) of this section, and with-
out the inclusion in gross income of the amounts
includible therein as dividends by reason of the ap-
plication of the provisions of section 334 (b) (relating
to the inclusion in the gross income of a foreign per-
sonal holding company of its distributive share of the
undistributed Supplement P net income of another
foreign personal holding company in which it is a
shareholder).

(b) Deductions not allowed-(1) Taxes and pen-
sion trusts. The deductions provided in section 23
(d), relating to taxes of a shareholder paid by the
corporation, and in section 23 (p), relating to pen-
sion trusts, shall not be allowed.

(2) Expenses and depreciation. The aggregate of
the deductions allowed under section 23 (a), relating
to expenses, and section 23 (1) relating to deprecia-
tion, which are allocable to the operation and main-
tenance of property owned or operated by the com-
pany, shall be allowed only in an amount equal to
the rent or other compensation received for the use
or right to use the property, unless it is established
(under regulations prescribed by the Commissioner
with the approval of the Secretary) to the satisfac-
tion of the Commissioner:

(A) That the rent or other compensation received
was the highest obtainable, or, if none was received,
that none was obtainable;

(B) That the property was held in the course of a
business carried on bona fide for profit; and

(C) Either that there was reasonable expectation
that the operation of the property would result in a
profit, or that' the property was necessary to the
conduct of the business.

(3) Net loss carry-over disallowed. The deduction
for net operating losses provided in section 23 (s)
shall not be allowed. (As amended June 29, 1939, 10
p. in. E. S. T., c. 247, Title II, § .211 (g), 53 Stat. 869.)

(c) Capital losses. The net income shall be com-
puted without regard to section 117 (d) and (e), and
losses from sales or exchanges of capital assets shall
be allowed only to the extent of $2,000 plus the gains
from such sales or exchanges. (53 Stat. 95, as
amended June 29, 1939, 10 p. m. E. S. T., c. 247, Title
II, §§ 211, 212 (c), 53 Stat. 869.)

Subsec. (b), par. (3) was added by Act June 29, 1939,
cited to text.

Subsec. (c) was added by Act June 29, 1939, cited to
text, and made applicable only with respect to taxable
years beginning after December 31, 1939 by § 229 of said act.

Derived from Act May 28, 1938, c. 289, § 336, 52 Stat.
549.

Similar provisions. Acts June 22, 1936, c. 690. § 336, as
added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat.
821.

§ 337. Corporation income taxed to United States
shareholders-(a) General rule. The undistributed
Supplement P net income of a foreign personal hold-
ing company shall be included in the gross income of
the citizens or residents of the United States, domes-
tic corporations, domestic partnerships, and estates or
trusts (other than estates or trusts the gross income
of which under this chapter includes only income from
sources within the United States), who are share-
holders in such foreign personal holding company

(hereinafter called "United States shareholders") in
the manner and to the extent set forth in this
Supplement.

(b) Amount included in gross income. Each United
States shareholder, who was a shareholder on the day
in the taxable year of the company which was the last
day on which a United States group (as defined in
section 331 (a) (2)) existed with respect to the com-
pany, shall include in his gross income, as a dividend,
for the taxable year in which or with which the tax-
able year of the company ends, the amount he would
have received as a dividend if on stmch last day there
had been distributed by the company, and received by
the shareholders, an amount which bears the same
ratio to the undistributed Supplement P net income
of the company for the taxable year as the portion of
such 'taxable year up to and including such last day
bears to the entire taxable year.

(c) Credit for obligations of United States and its
instrumentalities. Each United States shareholder
shall be allowed a credit against net income, for the
purpose of the tax imposed by section 11, 13, 14, 201,
204, 207, or 362, of his proportionate share of the in-
terest specified in section 25 (a) (1) or (2) which is
included in the grss income of the company otherwise
than by the application of the provisions of section
334 (b) (relating to the inclusion in the gross income
of a foreign personal holding company of its distribu-
tive share of the undistributed Supplement P net in-
come of another foreign personal holding company in
which it is a shareholder).

(d) Information in return. Every United. States
shareholder who is required under subsection (b) to
include in his gross income any amount with respect
to the undistributed Supplement P net income of a
foreign personal holding company and who, on the
last day on which a United States group existed with
respect to the company, owned 5 per centum or more
in value of the outstanding stock of such company,
shall set forth in his return in complete detail the gross
income, deductions and credits, net income, Supple-
ment P net income, and undistributed Supplement P
net income of such company.

(e) Effect on capital account of foreign personal
holding company. An amount which bears the same
ratio to the undistributed Supplement P net income of
the foreign personal holding company for its taxable
year as the portion of such taxable year up to and
including the last day on which a United States group
existed with respect to the company bears to the entire
taxable year, shall, for the purpose of determining the
effect of distributions in subsequent taxable years by
the corporation, be considered as paid-in surplus or as
a contribution to capital and the accumulated earnings
and profits as of the close of the taxable year shall be
correspondingly reduced, if such amount or any portion
thereof is required to be included as a dividend, di-
rectly or indirectly, in the gross income of United
States shareholders.

(f) Basis of stock in hands of shareholders. The
amount required to be included in the gross income of
a United States shareholder under subsection (b)
shall, for the purpose of adjusting the basis of his
stock with respect to which the distribution would
have been made (if it had been made), be treated as
having been reinvested by the shareholder as a con-
tribution to the capital of the corporation; but only
to the extent to which such amount is included in his
gross income in his return, Increased or decreased by
any adjustment of such amount in the last determina-
tion of the shareholder's tax liability, nmde before the
expiration of seven years after the date prescribed by
law for filing the return.

(g) Basis of stock in case of death.
For basis of stock or securities in a foreign personal hold-

ing company acquired from a decedent, see section 113 (a) (5).
(h) Liquidation.
For amount of gain taken into account on liquidation of

foreign personal holding company, see section 115 (c).
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(i) Period of limitation on assessment and collec-
tion.

For period of limitation on assessment and collection with-
out assessment, in case of failure to include in gross income
the amount properly includible therein under subsection (b),
see section 275 (d).

(53 Stat. 96.)
Derived from Act May 28, 1938, c. 289, § 337, 52 Stat. 549.
Similar provisions. Acts June 22, 1936, c. 690, § 337, as

added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat. 822.

§ 338. Information returns by officers and direc-
tors-(a) Monthly returns. On the fifteenth day of
each month each individual who on such day is an
officer or a director of a foreign corporation which,
with respect to its taxable year preceding the taxable
year (whether beginning on, before, or after January 1,
1939) in which such month occurs, was a foreign per-
sonal holding company, shall file with the Commissioner
a return setting forth with respect to the preceding cal-
endar month the name and address of each shareholder,
the class and number of shares held by each, together
with any changes in stockholdings during such period,
the name and address of any holder of securities con-
vertible into stock of such corporation, and such other
information with respect to the stock and securities of
the corporation as the Commissioner with the ap-
proval of the Secretary shall by regulations prescribe as
necessary for carrying out the provisions of this title.
The Commissioner, with the approval of the Secretary,
may by regulations prescribe, as the period with respect
to which returns shall be filed, a longer period than a
month. In such case the return shall be due on the
fifteenth day of the succeeding period, and shall be filed
by the individuals who on such day are officers and
directors of thecorporation.

(b) Annual returns. On the sixtieth day after the
close of the taxable year of a foreign personal holding
company each individual who on such sixtieth day is
an officer or director of the corporation shall file with
the Commissioner a return setting forth-

(1) In complete detail the gross income, deductions
and credits, net income, Supplement P net income, and
undistributed Supplement P net income of such for-
eign personal holding company for such taxable year;
and

(2) The same information with respect to such tax-
able year as is required in subsection (a) ; except that
if all the required returns, with respect to such year
have been filed under subsection (a) no information
under this paragraph need be set forth in the return
filed under this subsection. (53 Stat. 97.)

Derived from Act May 28, 1938. c. 289. § 338. 52 Stat. 551.
Similar provisions. Acts June 22, 1936, c. 690, § 338, as

added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat.
823.

§ 339. Information returns by shareholders-(a)
Monthly returns. On the fifteenth day of each month
each United States shareholder, by or for whom 50
per centum or more in value of the outstanding stock
of a foreign corporation is owned directly or indirectly
(including in the case of an individual, stock owned by
the members of his family as defined in section 333
(a) (2)), if such foreign corporation with respect
to its taxable year preceding the taxable year (whether
beginning on, before, or after January 1, 1939) in
which such month occurs was a foreign personal
holding company, shall file with the Commissioner
a return setting forth with respect to the preceding
calendar month the name and address of each share-
holder, the class and number of shares held by each,
together with any changes in stockholdings during
such period, the name and address of any holder of
securities convertible into stock of such corporation,
and such other information with respect to the stock
and securities of the corporation as the Commissioner
with the approval of the Secretary shall by regula-
tions prescribe as necessary for carrying out the
provisions of this title. The Commissioner, with the
approval of the Secretary, may by regulations pre-
scribe, as the period with respect to which returns

shall be filed, a longer period than a month. In such
case the return shall be due on the fifteenth day of
the succeeding period, and shall be filed by the persons
who on such day are United States shareholders.

(b) Annual returns. On the sixtieth day after the
close of the taxable year of a foreign personal holding
company each United States shareholder by or for
whom on such sixtieth day 50 per centum or more
in value of the outstanding stock of such company
is owned directly or indirectly (including in the case
of an individual, stock owned by members of his
family as defined in section 333 (a) (2)), shall file
with the Commissioner a return setting forth the same
information with respect to such taxable year as is
required in subsection (a); except that if all the
required returns with respect to such year have been
filed under subsection (a) no return shall be required
under this subsection. (53 Stat. 98.)

Derived from Act May 28, 1938, c. 289 § 339 52 Stat. 551.
Similar provisions. Acts June 22, 1936, e. d9O, § 339. as

added by Act Aug. 26, 1937, c. 815, Title II, § 201, 50 Stat.
823.

§ 340. Penalties. Any person required under sec-
tion 338 or 339 to file a return, or to supply any in-
formation, who willfully fails to file such return, or
supply such information, at the time or times re-
quired by law or regulations, shall, in lieu of the
penalties provided in section 145 (a) for such of-
fense, be guilty of a misdemeanor and, upon conviction
thereof, be fined not more than $2,000, or imprisoned
for not more than one year, or both. (53 Stat. 98.)

Derived from Act May 28, 1938 c 289 § 340 52 Stat. 552.
Similar provisions. Act June 2 193h c 490 § 341 as

added by Act Aug. 26, 1937, c. 813, Title If, § 201, 50 Stat.
824.

SUPPLEMENT Q.-MuTUAL INVESTMENT COMPANIES

§ 361. Definition-(a) In general. For the pur-
poses of this chapter the term "mutual investment
company " means any domestic corporation (whether
chartered or created as an investment trust, or other-
wise), other than a personal holding company as de-
fined in section 501, if-

(1) It is organized for the purpose of, and substan-
tially all its business consists of, holding, inve~ting,
or reinvesting in stock or securities; and

(2) At least 95 per centum of its gross income is
derived from dividends, interest, and gains from sales
or other disposition of stock or securities; and

(3) Less than 30 per centum of its gross income Is
derived from the sale or other disposition of stock or
securities held for less than six months; and

(4) An amount not less than 90 per centum of its
net income is distributed to its shareholders as tax-
able dividends during the taxable year; and

(5) Its shareholders are, upon reasonable notice,
entitled to redemption of their stock for their pro-
portionate interests in the corporation's properties, or
the cash equivalent thereof less a discount not in
excess of 3 per centum thereof.

(b) Limitations. Despite the provisions of para-
graph (1) a corporation shall not be considered as a
mutual investment company if at any time during
the taxable year-

(1) More than 5 per centum of the gross assets of
the corporation, taken at cost, was invested in stock
or securities, or both, of any one corporation, govern-
ment, or political subdivision thereof, but this limi-
tation shall not apply to Investments in obligations of
the United States or in obligations of any corporation
organized under general Act of Congress if such cor-
poration is an instrumentality of the United States;
or

(2) It owned more than 10 per centum of the out-
standing stock or securities, or both, of any one cor-
poration; or

(3) It had any outstanding bonds or Indebtedness
in excess of 10 per centum of its gross assets taken
at cost; or
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(4) It fails to comply with any rule or regulation
prescribed by the Commissioner, with the approval of
the Secretary, for the purpose of ascertaining the ac-
tual ownership of its outstanding stock. (53 Stat. 98.)

Derived from Act May 28, 1938, c. 289, § 361, 52 Stat.
552.

Similar provisions. Act June 22, 1936, c. 690 § 48 (e) 49
Stat. 1669, as amended by Act Aug. 26, 1937, c. 815, Title'VI,
1 602, 50 Stat. 831.

§ 362. Tax on mutual investment companies-(a)
Supplement Q net income. For the purposes of this
chapter the term "Supplement Q net income" means
the adjusted net income, computed without the net
operating loss deduction provided in section 23 (s),
minus the basic surtax credit computed under sec-
tion 27 (b) without the application of paragraphs (2)
and (3). (As amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 211 (h), 53 Stat. 869.)

(b) Imposition of tax. There shall be levied, col-
lected, and paid for each taxable year upon the Sup-
plement Q net income of every mutual investment
company a tax equal to 18 per centum of the amount
thereof. (53 Stat. 99, as amended June 29, 1939, 10
p. m. E. S. T., c. 247, Title II, §§ 209, 211 (h), 53 Stat.
866, 869.)

Subsec. (a) was amended by section 211 (h) of Act June
29, 1939, cited to text.

Subsec. (b) was amended by section 209 of Act June 29,
1939, cited to text, and amendment made applicable only with
respect to taxable years beginning after December 31, 1939 by
§ 229 of said act. Prior to said amendment subsection (b)
read as follows:

"(b) Imposition of tax. There shall be levied, collected,
and paid for each taxable year upon the Supplement Q net
income of every mutual investment company a tax equal to
16% per centum of the amount thereof."

Derived from Act May 28, 1938, c. 289, § 362, 52 Stat. 553.

SUPPLEMENT R.-EXCHANOES AND DIsTRaIuTIoNs IN
OBEDIENOE TO O11DEs OF SEUURITIES AND EXCHANGE
COMMISSION
§ 371. Nonrecognition of gain or loss--(a) Ex-

changes of stock or securities only. No gain or loss
shall be recognized to the transferor if stock or securi-
ties in a corporation which is a registered holding com-
pany or a majority-owned subsidiary company are
transferred to such corporation or to an associate
company thereof which is a registered holding com-
pany or a majority-owned subsidiary company solely
in exchange for stock or securities (other than stock
or securities which are nonexempt property), and the
exchange is made by the transferee corporation in
obedience to an order of the Securities and Exchange
Commission.

(b) Exchanges of property for property by corpo-
rations. No gain or loss shall be recognized to a
transferor corporation which is a registered holding
company or an associate company of a registered hold-
ing company, if such corporation, in obedience to an
order of the Securities and Exchange Commission
transfers property solely in exchange for property
(other than nonexempt property), and such order re-
cites that such exchange by the transferor corpora-
tion is necessary or appropriate to the integration or
-simplification of the holding company system of which
the transferor corporation is a member.

(c) Distribution of stock or securities only. If
there is distributed, in obedience to an order of the
Securities and Exchange Commission, to a shareholder
in a corporation which is a registered holding com-
pany or a majority-owned subsidiary company, stock
or securities (other than stock or securities which
are nonexempt property), without the surrender by
such shareholder of stock or securities in such cor-
poration, no gain to the distributee from the receipt
of the stock or securities so distributed shall be rec-
ognized.

(d) Transfers within system group. (1) No gain
or loss shall be recognized to a corporation which is
a member of a system group (A) if such corporation
transfers property to another corporation which is
a member of the same system group in exchange for
other property, and the exchange by each corporation
is made in obedience to an order of the Securities
and Exchange Commission, or (B) if there is distrib-
uted to such corporation as a shareholder in a cor-

poration which is a member of the same system group,
property, without the surrender by such shareholder
of stock or securities in the corporation making the
distribution, and the distribution is made and re-
ceived in obedience to an order of the Securities and
Exchange Commission. If an exchange by or a dis-
tribution to a corporation with respect to which no
gain or loss is recognized under any of the provisions
of this paragraph may also be considered to be within
the provisions of subsection (a), (b), or (c), then
the provisions of this paragraph only shall apply.

(2) If the property received upon an exchange
which is within any of the provisions of paragraph (1)
of this subsection consists in whole or in part of stock
or securities issued by the corporation from which
such property was received, and if in obedience to an-
order of the Securities and Exchange Commission such
stock or securities (other than stock which is not
preferred as to both dividends and assets) are sold
and the proceeds derived therefrom are applied in
whole or in part in the retirement or cancellation of
stock or of securities of the recipient corporation out-
standing at the time of such exchange, no gain or
loss shall be recognized to the recipient corporation
upon the sale of the stock or securities with respect
to which such order was made; except that if any
part of the proceeds derived from the sale of such
stock or securities is not so applied, or if the amount
of such proceeds is in excess of the fair market value
of such stock or securities at the time of such ex-
change, the gain, if any, shall be recognized, but in an
amount not in excess of the proceeds which are not
so applied, or in an amount not more than the amount
by which the proceeds derived from such sale exceed
such fair market value, whichever is the greater.

(e) Exchanges not solely in kind. (1) If .an ex-
change (not within any of the provisions of subsec-
tion (d) would be within the provisions of subsection
(a) or (b) if it were not for the fact that property
received in exchange consists not only of property per-
mitted by such subsection to be received without the
recognition of gain or loss, but also of other property
or money, then the gain, if any, to the recipient shall
be recognized, but in an amount not in excess of the
sum of such money and the fair market value of such
other property, and the loss, if any, to the recipient
shall not be recognized.

(2) If an exchange is within the provisions of par-
agraph (1) of this subsection and if it includes a dis-
tribution which has the effect of the distribution of a
taxable dividend, then there shall be taxed as a divi-
dend to each distributee such an amount of the gain
recognized under such paragraph (1) as is not in ex-
cess of his ratable share of the undistributed earnings
and profits of the corporation accumulated after Feb-
ruary 28. 1913. The remainder, if any, of the gain
recognized under such paragraph (1) shall be taxed
as a gain from the exchange of property.

(f) Application of section. The provisions of this
section shall not apply to an ekchange or distribution
unless (1) the order of the Securities and Exchange
Commission in obedience to which such exchange or
distribution was made recites that such exchange or
distribution is necessary or appropriate to effectuate
the provisions of section 11 (b) of the Public Utility
Holding Company Act of 1935, 49 Stat. 820, (U. S. C.,
Sup. III, Title 15, § 79 (b)), (2) such order specifies
and itemizes the stock and securities and other prop-
erty which are ordered to be transferred and received
upon such exchange or distribution, and (3) such ex-
change or distribution was made in obedience to such
order and was completed within the time prescribed
therefor in such order.

(g) Non-application of other provisions. If an
exchange or distribution made in obedience to an order
of the Securities and Exchange Commission is within
any of the provisions of this section and may also be
considered to be within any of the provisions of section
112 (other than the provisions of paragraph (8) of
subsection (b)), then the provisions of this section only
shall apply. (53 Stat. 99.)

Derived from Act May 28, 1938, c. 289, § 371, 52 Stat. 553.
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§ 372. Basis for determining gain or loss-(a) Ex-
changes generally. If the property was acquired
upon an exchange subject to the provisions of section
371 (a), (b), or (e), the basis shall be the same as in
the case of the property exchanged, decreased in the
amount of any money received by the taxpayer and
increased in the amount of gain or decreased in the
amount of loss to the taxpayer that was recognized
upon such exchange under the law applicable to the
year in which the exchange was made. If the property
so acquired consisted in part of the type of property
permitted by section 371 (a) or (b) to be received
without the recognition of gain or loss, and in part of
nonexempt property, the basis provided in this sub-
section shall be allocated between the properties (other
than money) received, and for the purpose of the
allocation there shall be assigned to such nonexempt
property (other than money) an amount equivalent to
its fair market value at the date of the exchange. This
subsection shall not apply to property acquired by a
corporation by the Issuance of its stock or securities
as the consideration in whole or in part for the transfer
of the property to it.

(b) Transfers to corporations. If, in connection
with a transfer subject to the provisions of section
371 (a), (b), or (e), the property was acquired by a
corporation, either as paid-in surplus or as a contri-
bution to capital, or in consideration for stock or se-
curities issued by the corporation receiving the prop-
erty (including cases where part of the consideration
for the transfer of such property to the corporation
consisted of property or money in addition to such
stock or securities), then the basis shall be the same
as it would be in the hands of the transferor, in-
creased in the amount of gain or decreased in the
amount of loss recognized to the transferor upon such
transfer under the law applicable to the year in which
the transfer was made.

(c) Distributions of stock or securities. If the
stock or securities were received In a distribution sub-
ject to the provisions of section 371 (c), then the
basis in the case of the stock in respect of which the
distribution was made shall be apportioned, under
rules and regulations prescribed by the Commissioner
with the approval of the Secretary, between such stock
and the stock or securities distributed.

(d) Transfers within system group. If the prop-
erty was acquired by a corporation which is a member
of a system group upon a transfer or distribution de-
scribed in section 371 (d) (1), then the basis shall be
the same as it would be in the hands of the trans-
feror; except that if such property is stock or securi-
ties issued by the corporation from which such stock
or securities were received and they were issued (1)
as the sole consideration for the property transferred
to such corporation, then the basis of such stock or
securities shall be either (A) the same as in the case
of the property transferred therefor, or (B) the fair
market value of such stock or securities at the time
of their receipt, whichever is the lower; or (2) as part
consideration for the property transferred to such cor-
poration, then the basis of such stock or securities
shall be either (A) an amount which bears the same
ratio to the basis of the property transferred as the
fair market value of such stock or securities at the
time of their receipt bears to the total fair market
value of the entire consideration received, or (B) the
fair market value of such stock or securities at the
time of their receipt, whichever is the lower. (53
Stat. 101.)

Derived from Act May 28, 1938, c. 289, § 372, 52 Stat.
555.

§ 373. Definitions. As used in this supplement-
(a) The term "order of the Securities and Ex-

change Commission " means an order (1) issued after
May 28, 1938, and prior to January 1, 1941, by the
Securities and Exchange Commission to effectuate the
provisions of section 11 (b) of the Public Utility Hold-
ing Company Act of 1935, 49 Stat. 820 (U. S. C., Supp.
III, Title 15, § 79 (b)), or (2) issued by the Com-
mission subsequent to December 31, 1940, in which it
is expressly stated that an order of the character

specified in clause (1) is amended or supplemented,
and (3) which has become final in accordance with
law. (As amended June 29, 1939, 10 p. m. E. S. T.,
c. 247, Title II, § 221 (a), 53 Stat. 878.)

(b) The terms "registered holding company",
"holding-company system ", and "associate company"
shall have the meanings assigned to them by section
2 of the Public Utility Holding Company Act of 1935,
49 Stat. 804 (U. S. C., Supp. III, Title 15, § 79 (b), (c)).

(c) The term "majority-owned subsidiaxry coin-
pany" of a registered holding company means a cor-
poration, stock of which, representing in the aggre-
gate more than 50 per centum of the total combined
voting power of all classes of stock of such corpora-
tion entitled to vote (not including stock which is
entitled to vote only upon default or nonpayment of
dividends or other special circumstances) is owned
wholly by such registered holding company, or partly
by such registered holding company and partly by one
or more majority-owned subsidiary companies thereof,
or by one or more majority-owned subsidiary com-
panies of such registered holding company.

(d) The term "system group " means one or more
chains of corporations connected through stock own-
ership with a common parent corporation if-

(1) At least 90 per centun of each class of the
stock (other than stock which is preferred as to both
dividends and assets) of each of the corporations (ex-
cept the common parent corporation) is owned di-
rectly by one or more of the other corporations; and

(2) The common parent corporation owns directly
at least 90 per centum of each class of the stock
(other than stock which is preferred as to both divi-
dends and assets) of at least one of the other cor-
porations; and

(3) Each of the corporations is either a registered
'holding company or a majority-owned subsidiary
company.

(e) The term "nonexempt property " means-
(1) Any consideration in the form of a cancellation

or assumption of debts or other liabilities (including
a continuance of encumbrances subject to which the
property was transferred) ;

(2) Short-term obligations (including notes, drafts,
bills of exchange, and bankers' acceptances) having a
maturity at the time of issuance of not exceeding
twenty-four months, exclusive of days of grace;

(3) Securities issued or guaranteed as to principal
or interest by a government or subdivision thereof (in-
cluding those issued by a corporation which is an in-
strumentality of a government or subdivision thereof) ;

(4) Stock or securities which were acquired after
February 28, 1938, unless such stock or securities
(other than obligations described as nonexempt prop-
erty in paragraph (2) or (3)) were acquired in
obedience to an order of the Securities and Exchange
Commission;

(5) Money, and the right to receive money not evi-
denced by a security other than an obligation de-
scribed as nonexempt property in paragraph (2) or
(3).

(f) The term "stock or securities" means shares
of stock in any corporation, certificates of stock or
interest in any corporation, notes, bonds, debentures,

. and evidences of indebtedness (including any evidence
of an interest in or right to subscribe to or purchase
any of the foregoing). (53 Stat. 102, as amended June
29, 1939, 10 p. m. E. S. T., c. 247, Title II, § 221,
53 Stat. 878.)

Subsec. (a) was amended by Act June 29, 1939, cited to
text, and made applicable to taxable years beginning after
December 31, 1938, by * 221 (b) of said act.

Derived from Act May 28, 1938, c. 289, § 373, 52 Stat. 556.
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